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ARO, INC. 
(Arnold Engineering Development Center) 


THURSDAY, MARCH 26, 1953 


Unirep States SENATE, 
CoMMIITEE ON ARMED SERVICES, 
Washington, D.C. 

The committee met, pursuant to notice, at 10:10 a. m., in room 212, 
Senate Office Building, Senator Leverett Saltonstall (chairman) pre- 
siding. 

Present: Senators Saltonstall (chairman), Flanders, Hendrickson, 
Case, Duff, Johnson of Texas, Kefauver, Hunt, Stennis, and Syming- 
ton. 

Also present: Senator Albert Gore of Tennessee; Philip K. Allen, 
chief clerk; Verne D. Mudge, and Ed Braswell, Jr., of the committee 
staff. 

Chairman SauronstaLu. The committee will come to order. 

The matter before us is H. R. 4130, which is an act to amend title 
V of the Department of Defense Appropriation Act, 1953, so as to 
permit the continued use of appropriations thereunder to make pay- 
ments to ARO, Inc., for operation of the Arnold Engineering Devel- 
opment Center after March 31, 1953. 

(H. R. 4130 is as follows:) 


[H. R. 41380, 83d Cong., 1st sess.] 


A BILL To amend title V of the Department of Defense Appropriation Act, 1953, so as 
to permit the continued use of appropriations thereunder to make payments to ARO, 
Incorporated, for operation of the Arnold Engineering Development Center after March 
81, 1953 


se it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That so much of title V of the Department 
of Defense Appropriation Act, 19535 (66 Stat. 530), as reads: “Provided, That no 
part of such appropriation shall be used to make any payment to ARO, Incor- 
porated, for operation of the Arnold Engineering Development Center after March 
31, 1953, unless Congress shall have directed otherwise,” is hereby repealed. 

Chairman SattTonstaty. The Air Force states this bill is urgent. 
This bill passed the House yesterday. 

The Arnold Engineering Development Center was authorized by 
title II of the act of October 27, 1949. Construction of the center 
is now under way at Tullahoma, Tenn., and a corporation known as 
ARO, Inc., has been employed for this project. 

However, title V of the Defense Appropriation Act for fiscal 1953 
contained a limitation with respect to the half-billion dollars author- 
ized for the center, and for other research purposes. This limitation 
reads as follows: 


Provided, That no part of such appropriation shall be used to make any pay- 
ment to ARO, Incorporated, for operation of the Arnold Engineering Develop- 
ment Center after March 31, 1953, unless Congress shall have directed other- 
wise. 
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The purpose of H. R. 4130 is to repeal this proviso. 

The Secretary of the Air Force and his assistants are present, and I 
am going to ask Mr. Talbott to proceed, followed by such of his asso- 
ciates as he may care to designate. 

The question may come up as to why this bill is before the Armed 
Services Committee when the proviso was put on an appropriation 
bill. It is the understanding of the chairman that this was discussed 
with the chairman of the Appropriations Committees in the House and 
in the Senate. Senator Bridges talked with me about it. There is 
no present appropriation bil! to which this proviso could be attached. 

It is a proviso really altering or amending a law. Therefore, the 
House Armed Services Committee conside al it, and unanimously 
recommended it to the House. The House unanimously passed it 
yesterday. This bill, therefore, has come before the Armed Services 
Committee as a question of legislation to repeal this provision which 
was inserted in the appropriation bill last year. 

The Chair, as he recalls it, states that the House put the limitation 
in in the final form; the Senate left it out, after extended hearings, and 
the conference committee brought it back in the form it is now before 
is, in which it is asked to repeal. 

Now, the Air Force wants it, and wants it very shortly, so that this 
work may not be interrupted. 

Senator Albert Gore is here, and he is very much in opposition to 
it. What the Chair suggests as to the form of procedure is to have 
the Air Force, led by the Secretary, Mr. Talbott, put on the stand 
and tell us why he needs it to be repealed at once. Then the Chair 
will call upon the witnesses for the opposition. 

Senator Gore has written the Chair a letter, the third paragraph of 
which is as follows: 

I respectfully request the privilege of testifying before your committee after 
the proponents of the repeal proposal have concluded their testimony. I would 
also like to have the privilege of calling and examining before the committee 
certain other witnesses who are well informed on the subject and who, I think, 
could bring enlightenment to the committee, to wit, first a representative of 
the General Accounting Office, second, a representative of the Office of Naval 
Research, third, a representative of the National Advisory Committee for Aero- 
nauties, and fourth, a few additional witnesses who are familiar with the de- 
tailed operations of the AEDC project under the ARO contract. 

The Chair would state to the Senator that he believes, if the com- 
mittee supports him, that the best method of procedure is for the 
Senator to testify and to subject himself to questions of members of 
the committee. The Chair would then call the witnesses that Senator 
Gore would like to have presented, They will make their statements, 
be questioned by the committee, and then if the committee approves, 
in view of the circumstances of this bill, if the committee approves, 
the Chair would then ask the Senator from Tennessee if he has any 
additional questions to ask, after the members of the committee have 
asked theirs. The Chair will put that up to the committee at the 
time the matter comes before them. 

Now, Mr. Talbott, will you proceed. 
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STATEMENT OF HAROLD E. TALBOTT, SECRETARY, DEPARTMENT 
OF THE AIR FORCE, ACCOMPANIED BY TREVOR GARDNER, 
SPECIAL ASSISTANT TO THE SECRETARY OF THE AIR FORCE 
FOR RESEARCH AND DEVELOPMENT 


Secretary Tatsorr. Mr. Chairman and gentlemen, I have a pre- 
pared statement, a copy of which has been presented to each of you. 
It is not long, and I w'll read it or not, whichever you prefer. 

Chairman Sauronstaty. Well, Mr. Talbott, I think that I am the 
only one, with the possible exception of Senator Symington, who is 
familiar with this subject. The Chair is familiar with it because 
of being a member of the Appropriations Committee last year. 

It is somewhat technical, and the Chair thinks that you should make 
it as clear as possible, any way you want. 

Secretary Tarzorr. Well, then, I will read it. 

Chairman Savronsraty. We will put your statement in the record 
or you can talk or you can read your statement. 

Se nator Syminoeton. Mr. Chairman, I would respectfully ask that 
the Secretar y read his statement. 

Chairman Sauronstaty. Mr. Talbott, you proceed. 

Secretary Tarsorr. Mr. Chairman, I have come to the conclusion 
since becoming Secretary of the Air Force that the development of 
firepower, particularly atomic firepower, is well ahead of the de- 
velopment of the means of its delivery, and I include in this latter 
category both aircraft engines and airframes. ‘The need for the de- 
velopment of aircraft engines and airframes to keep pace is obvious. 
We must capitalize to the maximum extent the technological know- 
how of our people to assure the maintenance of our position in the 
battle for air supremacy. The existing test facilities > the United 
States are widely scattered and have been developed as a particular 
need has arisen. The Arnold Engineering Deve Sia nt Center was 
designed to permit the centralized testing of airframes, engines, and 
missiles at speeds, temperatures, and altitudes that are projected far 
into the future. This facility is needed as soon as possible. 

[ have spent some time since assuming my present position studying 
the problems attending the present construction and future operation 
of the Arnold Engineering Development Center. I have personally 
inspected the installation at Tullahoma, Tenn., and have met with 
management as represented by the military and the contractor in order 
to have a better understanding of the whole operation. 

In the consideration which I and my new staff have devoted 
AEDC or the Arnold Engineering Development Center, we have been 
concerned with the problems associated with the morale of the em- 
ployees. Continual changes in the method of operation have a very 
bad effect on morale. Instability in terms of security, operating 
policies, and management practices will drive away personnel pres- 
ently employed as well as those who may in the future seek 
employment. 

Several Air Force studies have been made in the past as to the best 
type of operation. The conclusions reached in those studies and by 
my predecessor were that direct Air Force or Defense Department 
operation. is not practical and that, since the facility would not be 
self-sustaining, establishment of a Government corporation is not 








4 ARO, INC. 


appropriate. From my own investigation and from those of my 
civilian staff, we have arrived at identical conclusions. It is my 
belief that operation by a contractor is the most feasible method of 
operation for these very important facilities. 

As you know, the facility is presently being managed by ARO, 
Inec.—a corporation wholly owned by Sverdrup & Parcel, Inc., a St. 
Louis firm of eee engineers. There has been some disagree- 
ment as to whether or not the compensation paid to ARO, Inc., was 
excessive, and this rena ment would seem to have been the primary 

cause of the restriction which appears in the current appropriations 

act. Based on personal observation, I believe that ARO, Inc., has 
done its job efficiently, and that the development of the center has 
proceeded as fast as could be expected. It would be uneconomical 
and unwise, in my opinion, to risk losing the technical skills and expe- 
rience that have been accumulated by the organization and its em- 
ployees, if they can be retained on the basis of just compensation. 

I feel that it is appropriate to continue the contractual relations 
between ARO, Inc., and the Air Force under a cost-plus-fixed-fee 
arrangement. The amount of the fee must, of course, be fair and 
reasonable and will be subject to annual negctiation. 

The Air Force will continue to study the method of operation of 
the center; and if, in the future, a more economical or effective method 
is found to be practical, the Air Force will not hesitate to make a 
change. 

May I make just one comment of explanation? Sverdrup & Parcel, 
in the design and construction of this fac ility, have had to employ 
very highly technical skilled people. There is no other fac ility in the 
world that is comparable with this facility. It is way ahead, way in 
the future, ahead of anything that has been conceived, and ahead of 
anything that we know of in the world. 

Now, these men that have been on this facility have been designing 
it, working on it, on something that is absolutely new. We want to 
retain that whole personnel. It can be done under our present 
arrangement. 

1 would be delighted to answer any question. I do not want to 
take too much time. 

Chairman Sauronsratu. Mr. Secretary, with the hope of making 
the matter a little clearer, is this tunnel completed ? 

Secretary Tarsorr. No, sir. 

Chairman SarronstrAuu. Is there a contract for its construction 
now out? 

Secretary Tatzorr. Yes. 

Chairman Sanronstatt. What are the terms of that contract. 

Secretary Tatsorr. That is like most facilities, cost plus a fee on 
the architectural and engineering portion of the work. 

Chairman Sarronstaty. And the cost plus a fee means the fee to 
the contractor himself? 

Secretary Tatsorr. That is right, to the architectural and engineer- 
ing contractor. 

Chairman Sauronsraty. Then, is there in addition to the contractor 
who is building this wind tunnel, a management corporation also? 

Secretary Tatsorr. Yes. As the facilities are finished, as any part 
is ready for testing and operation, a certain group of those men who 
have been on its design are shifted over to the operation. Now, there 
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are certain of these facilities that are being tested. The tunnel itself, 
of course, is not , of course, come to the point of test. 

Chairman Sauronsrautu. What are the terms of the fee? 

Secretary Tatsorr. On the operation { 

Chairman Savronsrautu. Well, there is a fee on the construction 4 

Secretary Tatsorr. That is a fixed fee on the architectural and engi- 

neering portion. 

Chairman Sauronsrauu. is that a management fee going to this 
ARO corporation ¢ 

Secretary Tatzorr. To Sverdrup & Parcel? 

Chairman SALronstaLL. Going where ¢ 

Secretary Tatnorr. To Sverdrup & Parcel, the architectural and 
engineering contractors. 

Chairman SauronstTaLt. To the contractors ? 

Secretary Tarzorr. That is right. 

Chairman Sauronsrauu. Is the construction contract a different 
contract from the operation contract ¢ 

Secretary Tatporr. Yes. 

Chairman Sarronstatu. So that ARO, Inc., has nothing to do with 
the construction ? 

Secretary Tatsorr. That is right. 

Chairman Savronsratn. And ARO, Inc., has simply to do with 
managing the operation of the plant after it is completed ? 

Secretary Tatzorr. That is correct. 

Senator SymrneTon. Would the chairman yield at that point? 

Chairman SALTONSTALL. es, 

Senator Symirneron. Would it not be logical to form a separate 
corporation, Mr. Secretary, as a method of segregating costs so that 
you would be sure 

Secretary Tatsorr. Certainly; that is necessary. 

Senator Symrneron. Thank you, Mr. Chairman. 

Chairman SALronsTaLtL. How much is involved in the construction 
project ¢ 

Secretary Tatsorr. $169 million have been appropriated so far. 

Chairman SaLronstati. Will that be enough money ? 

Secretary Tantsorr. No; it will take approximately another $100 
million. 

Chairman Sarronsrati. So that the completed construction will be 
approximately $270 million, 

Secretary Tatnorr. Betweeu $250 million and $270 million; yes. 

Chairman SarronstatL. Then the purpose of the Air Force is to 
have this ARQ, Inc., operate and manage this $270 million project ? 

Secretary Tarsorr. That is right. 

Chairman Satronstautt. What is the fee, the proposed fee, for man- 
agement ? 

Secretary Tatnorr. The proposed fee comes up as an annual nego- 
tiation. ARO’s statement for the fee that we have paid them so far 
is $118,000. 

Chairman Savronstauu. For what period ? 

Secretary Tatnorr. For 214 years that is their total fee on opera- 
tion, and their statement, as audited, shows that they have a profit, a 
surplus at the present time of $32,000, There were certain charges 


in there that they never made to us, but their net profits have shown 
$32,000. 
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Chairman SavronstatL. What proportion of the $270 million of 
construction is completed to which this operating fee is based at the 
present time—or for the past year, rather 

Secretary Tatsorr. I do not know ths at I can give you that per- 
centage. If you will ask one of the engineers—do you remember that 
figure? About $112 million. and about 60 percent complete. 

Chairman Sarronstauu. It is about what? 

Secretary Tarnorr. About $112 million and about 60 percent 
complete. 

Chairman Sarronsraty. So that the fee for the past year or for the 
past 2 years, of $118,000 is based on approximately 60 ‘percent of the 
construction: is that correct ? 

Secretary Tatzorr. No. 

Chairman Sarronstatu. No; I meant on a capital cost. In other 
words, you have got a capital cost of $112 million. 

Secretary Tatzorr. Oh, yes; I see what you mean; that is correct. 

Chairman Sauronstaty. On that capital cost you are operating 

Secretary Tatnorr. A certain portion of it. 

Chairman Sarronstaty. Yes. And the fee for the past 2 years for 
operating, the management fee for operating, so much as has been 
completed has been $118,000; is that correct ? 

Secretary Tatnorr. That is correct. 

Chairman Satronstati. Is General Sverdrup’s firm doing the con- 
struction ? 

Secretary Tatnorr. No; design only. 

Chairman SatronstaLu. They are receiving, then, as construction 
engineers and architect designers a fee based on the construction 
cost ? 

Secretary Tatzorr. That is right. 

Chairman SatronstatL. That is completely apart from the oper- 
ating? 

Secretary Tatrorr. Right. 

Chairman Satronstatt. Do you know how much his firm has re- 
ceived under that construction ? 

Secretary Tarzorr. No; I cannot give you that figure. 

Chairman Sarronstaty. That is based on a cost-plus basis? 

Secretary Tarsorr. Yes, sir. 

Chairman Sarronstau. Cost-plus-fixed-fee basis. 

Secretary Tatzorr. Right. 

Senator Symrneton. Will the chairman yield? 

Chairman SauronstTaty. Yes. 

Senator Symrneton. There is one type cost contract, that is a cost 
plus a fixed fee: the cost plus a percentage of cost. contract is illegal. 
The ARO contract was copied from a Navy contract utilized at Dain- 
gerfield, Tex. This is a type contract used by all three services, an 
operating contract 

There has been a great deal of discussion about cost contracts. I 
would like to introduce later on a resolution to investigate some of these 
so-called cost contracts, where, in my opinion, the net remuneration 
to the people involved is a great deal more than in a low fee, cost- 
plus-fixed-fee contract. 

Mr. Chairman, it is often tuenpotiilie for small business to operate 
many times without cost-plus-fixed-fee contracts. These ARO peo- 
ple, in this contract, use their own money. When a contract is taken 











soe 


2 


ft 





ARO, INC. 7 


on a fixed basis, in production or operations, it is my opinion as a 
businessman, that a small company may risk its working capital to a 
point where, as is true in most big development contr acts they cannot 
afford it; it goes to the big corporations, or the great universities. 

Chairman Sauronsratu. Then, Secretary , the issue that is before 
us, the real issue, is as to whether it is wise for the Air Force to con- 
tinue this operating-management arrangement with ARO, Inc., to 
operate this wind tunnel for you as it is being completed. 

Secretary Tatzorr. That is correct. 

Chairman SaALronstaLL. Or whether to do it under some other 
methods. 

Secretary Tatzorr. That is correct. 

Chairman Sauronstatt. What other methods are possible for the 
Air Force to do it itself with its own personnel ¢ 

Secretary Tatsorr. Of course, there are a number of other methods 
that are possible, but none of them that would be, in our opinion—in 
our opinion they would be very much more expensive and less efficient. 

Chairman Sarronstaty. All right. What are the methods? 

Secretary Tatporr. Well, the Air Force can operate it itself, but 
we cannot employ these men. 

Chairman Sauronstatu. That is No. 1. 

Secretary Tatzorr. We lose that organization. 

Chairman Sautonstrauu. The Air Force operates it itself. 

Secretary Tatzorr. Yes; but we cannot employ or cannot find the 
personnel that would be satisfactory to operate this facility. 

Chairman Sauronsrauu. All right, that is one method. What is 
another method, outside of this management-contract arrangement, 
if any 

Secretary Tatsorr. Well, that would be the next method; I do not 
know where we would go beyond that. 

Chairman Sarronsraty. I thought that there was a third method. 
If you do not know it, I am not certain what it is myself. So that 
the alternative, so far as you, as Secretary of the Air Force are con- 
cerned, is either the Air Force should supervise it, operate it itself, 
and build up an operating staff of its own, and have the Government 
pay for that, or, two, to put it out on some form of a contract with 
private industry. 

Secretary Tatzorr. Oh, you may find some other form of contract, 
but those are the two that I know. The second is possible, but would 
be, in my opinion, disastrous. 

Chairman SatronsTatL. Have you gone into these contracts your- 
self ? 

Secretary Tarzorr. Yes, sir. 

Chairman SaLronstatu. Do you believe that the contract for con- 
struction purposes with this firm, which is completely separate, as 
the Chair understands it, from the operation contract, is a fair and 
proper contract from the Government point of view ¢ 

Secretary Tatzorr. I do. 

Chairman SattonstaLu. Do you consider that this operation con- 
tract is a fair contract ? 

Secretary Tatzorr. I do. 

Chairman Sauronstatyt. And that the fee is not an unreasonable 
fee ? 

Secretary Taxzorr. I think it is not an unreasonable fee. 
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Chairman Sauronstauw. Is this fee subject to adjustment from year 
to year ¢ 

Secretary Tarsorr. Yes, sir. 

Chairman Sauronsratu. Have you changed the adjustment—do you 
intend to change the adjustment if this contract continues beyond 
March 31? 

Secretary Tatzorr. Well, it will be subject to review and adjust- 
ment each year. I do not know exactly what will happen during that 
readjustment. It might be adjusted upward or downward. 

Chairman SavronsraLu. But you believe that as it is now consti- 
tuted and is now in operation it is fair to the Government ? 

Secretary Ta.porr. Yes. 

Chairman SautronstaLu. And that involves a fee of $112,000? 

Secretary Tatznorr. No. That fee—well, that is simply what we 
have done in the past. 

Chairman Satronsratu. That is right, over the past 2 years. 

Secretary Taxsorr. $118,000, I think we have spent. 

Chairman SautronsTaty. $118,000 that they received for 2 years? 

Secretary Tatzorr. Yes, sir; something over 2 years. 

Chairman Sarronsratu. And that is in addition to whatever fees 
they may have received on this construction ? 

Secretary Tatnorr. Well, that is a different corporation and a dif- 
ferent setup. 

Chairman SauronsTauu, Yes. 

Secretary Tatzotr. We are only considering it—— 

Chairman Satronstaty. The same personnel, the same leader, 
General Sverdrup is the head? 

Secretary Tatrorr. General Sverdrup, as head of ARO draws no 
salary. He set that up and has a very competent man in charge of 
ARO. 

Chairman Sauronstatu. So that Sverdrup gets his rewards from 
the construction, and from the operation at the present time he per- 
sonally has received no rewards? 

Secretary Tarzorr. That is right. As a matter of fact, I think 
that the contract with Sverdrup and Parcel in forming ARO, they 
are giving us a very unselfish service; I do not think it is profitable 
to them. I think they could make more profit with the same per- 
sonnel at other activities. 

Chairman Sauronstauu. I assume a later witness will be General 
Sverdrup, who is here also? 

Secretary Tatsorr. He will give you some of these details that I 
am not as yet conversant with. I may say I went down and spent 
a full day going through this operation, so that I am thoroughly 
conversant with what our objectives are. 

Chairman Satronsratu. All right, let me ask you this question. 

Secretary Tatzorr. And I met the personnel who are there. 

Chairman Sartonstaty. Let me ask you one more question. If 
this committee or the Senate does not see fit to repeal this law which 
the House has voted to repeal, or the President does not see fit to sign 
it, how does the Air Force intend to proceed with the operation of 
this? Have you given any consideration to that? 

Secretary Tatsorr. We will have to operate it in some way as best 
we can ourselves. 
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Chairman Satronstauy. So that so far as your present knowledge 
is concerned, you would not put it out to another contractor ? 

Secretary Tatnorr. No, sir: it would be the same problem. 

Chairman Satronsraun. Senator Kefauver, do you have any 
questions ? 

Senator Krerauver. Mr. Chairman, if I may, I would like to make 
just a preliminary statement. 

Chairman SauronsraLy. Senator Kefauver, would you yield for 
just a moment? One thing has been called to my attention. The 
third method, Mr. Talbott, was a nonprofit organization. Have you 
any comment to make on that? In other words, there is this ARO 
or management contract for a fee; there is the Air Force operating 
it itself or there is a so-called nonprofit organization that could be 
set up. Have you given that method of proceeding any thought? 

Secretary Tarsorr. By whom would we set up a_ nonprofit 
organization ? 

Chairman Satronsratn. Sir, I am asking you. 

Secretary Tatsorr. I do not think that is feasible. 

Chairman ren Well, assume that you had a nonprofit 
organization, we would say, like the Rockefeller Foundation or MIT 
or—— 

Secretary Tatnorr. I do not think it would be as efficient. 

Chairman SaLronsraLu. I would not mention Harvard. 

Secretary Tarzotr. I would not want a nonprofit organization 
operating. 

Senator Symrnetron. Would the chairman yield? 

Chairman SALTONSTALL. Yes. 

Senator Symineron. Thank you. As one who has given contracts 
to universities, I think the question of just what is the definition of : 
nonprofit organization is very import: unt. 

It has been my experience in this country that people do not like to 
work for nothing. 

Secretary Tatsorr. And you usually get what you pay for. 

Senator Syminaron. That is cert ainly true. 

Chairman SaLronstay. Several comments appeal to the Chair to 
both of those statements, but the Chair will refrain from making them. 

Senator Kefauver ? 

Senator Krrauver. Mr. Chairman, I realize the tremendous im- 
portance of this project at Arnold Engineering Development Center 
at Tullahoma, and we, of Tennessee, of course, are very proud that 
the Air Force saw fit to locate it there, and the people of ‘Tennessee 
are very much interested and, of course, are very much concerned 
about there being no break in the continuity of its operation. 

far as I am concerned, I want to approach this whole matter 
with the viewpoint of what is best for the defense of the country and 
best for the operation and in the way it can be operated in the most 
efficient and economical manner. 

I know that that is the attitude of Senator Gore and all of the mem 
bers of this committee. 

Senator Gore has made a detailed study of this matter, very con 
scientiously, and has gone into it in a great deal of detail, and I would 
like for him to have the opportunity of, perhaps after the other 
witnesses or now, after the other members have asked questions, of 
asking Secretary Talbott any questions, or in order to bring the matter 
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into focus, Senator Gore has a statement and, of course, he also pre- 
sented the matter to the House of Representatives, and the House 
agreed with him that this should be put in. Perhaps after his state- 
ment is made, the statement of Mr. Talbott would be better in focus 
as to the matter in controversy, and I think I would be better prepared 
to ask Mr. Talbott questions. I wondered what the procedure in 
that connection was going to be. 

Chairman SauronstaLL. The Chair would respectfully state, Sena- 
tor Kefauver, and the Chair thinks it is fair—of course, any procedure 
is the vote of the committee, and the Chair will follow any procedure 
the committee adopts—the Chair felt that the best way of presenting 
this case, until it becomes a case anyway, to this committee is to have 
Mr. Talbott and his Air Force people tell why they want this, to hear 
General Sverdrup, who has come on here by telegram from the Chair, 
and then when Mr. Talbott believes that the Air Force has presented 
all the testimony to Senator Gore, that he will lead off for those who 
oppose this bill, and the committee will question, as we always have, 
everybody who is a witness, and subject to the approval of the com- 
mittee, the Chair would then turn to Senator Gore and ask him if he 
has any additional questions. 

That procedure, of course, can be changed by the committee. It is 
merely a suggestion by the Chair in the interest of trying to do this 
as orderly as possible, and trying to do it as quickly as possible. 

Senator Kerauver. Mr. Chairman, do you mean, by that, then, 
that Secretary Talbott and General Sverdrup, the other witnesses, will 
be here to be recalled and asked questions after Senator Gore and 
and the other witnesses have testified ? 

Chairman Sautronstaty. The Chair knows that Secretary Talbott 
has an important international luncheon engagement that he has to 
keep, but the Chair thought we would proceed until 12 or 12:15, and 
then take up some nominations, which we have, which are important 
to act on today, and then come back again at 2 o’clock. 

Mr. Talbott, you can be here this afternoon ? 

Secretary Tatzorr. Yes. 

Senator Keraver. The point I was making is that until we see and 
have an opportunity of hearing from Senator Gore it is rather difficult 
to ask Mr. Talbott intelligently some questions that will bear upon 
the testimony. 

Chairman Sauronstaty. The Chair is sure Mr. Talbott, like every 
member of this committee and all the Air Force, wants to do this just as 
correctly as possible, and the Chair would be sure that Mr. Talbott 
would be glad to be back here and stay on well into the night, if 
necessary. 

Senator Keravuver. I certainly want to express by appreciation to 
Mr. Talbott and to the chairman of this committee and to the commit- 
tee for going into this matter very thoroughly, and as I am sure that 
all of us want to arrive at the continuation that would be in the best 
interests of the country, and I think the best way is to get all the facts 
out and see just what ‘the situation is, and then go on “from there. 

But I do have a few questions, I think, that I want to ask Mr. Tal- 
bott at this time. 

Chairman SaLtronstaLty. You may proceed. 

Senator Krrauver. Mr. Secretary, I did have some familiarity 
with this project, because I have been over there, and I want to say in 
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the beginning that I met some men who seemed to have a great deal 
of technical know-how and knew what they were doing. Of course, 
it is so scientific and what not that a lawyer like myself would have 
a difficult time understanding all of the ramifications of just what is 
going on. 

But now, as I understand it, the prime contract, the operating con- 
tract, is the one that is held by ARO; that is correct ? 

Secretary Ta.porr. Yes. 

Senator Kerauver. Who has the construction contract ? 

Secretary Tatsorr. Sverdrup & Parcel has the architectural and 
engineering contract. 

Senator Kerrauver. Sverdrup & Parcel is the parent corpora- 
tion, and ARO is a wholly owned subsidiary of Sverdrup and Parcel; 
is that correct ? 

Secretary Tatzorr. I do not know whether it is a wholly owned 
subsidiary or not. 

Senator Krravuver. I mean substantially. 

Secretary Tatsorr. I do not know that. 

Senator Kerravuver. Well, Sverdrup & Parcel were organized, 
as I understand it—I mean ARO was organized, as I understand it, 
by Sverdrup & Parcel to be the operating contractor. 

Secretary Tarsorr. I think they own the stock; the same men own 
the stock in 

Mr. Garpner. Yes, sir; actually the contractual situation is there 
are four contracts with Sverdrup & Parcel, totaling $11 million for 
architect and engineering services. These are cost plus a fixed fee. 
There is one contract with ARO, a subsidiary of Sverdrup, for operat- 
ing. The balance of the money is for construction, and there are many 
construction contracts. The construction of the supporting facilities 
and utilities is being handled by the Army engineers. 

Senator Kerauver. Mr. Gardner is your special assistant on this? 

Secretary Taxsorr. Yes. 

Senator Keravuver. As I understand it, Sverdrup & Parcel have 
certain construction contracts for which they have been paid $11 
million ? 

Mr. Garpner. They are architect-engineer contracts. 

Senator Krerauver. Architect-engineer contracts. Who has charge 
then of letting the big construction contracts for the building ? 

Secretary TaLsorr. Army engineers. 

Senator Kerauver. And things of that sort ? 

Secretary Tatsorr. Army engineers. 

Senator Kerauver. Are they supervised by Sverdrup & Parcel 
or by ARO or by whom ? 

Secretary Tarzotr. The Army engineers are designated by the Air 
Force to do the construction; they have entire charge. 

Senator Keravver. In other words, Sverdrup & Parcel or ARO 
have nothing to do with the actual construction of buildings, and 
things of that sort ? 

Secretary Tatzorr. Well, as the engineers employed for the project. 

Senator Symineton. Would the Senator yield? 

Senator Krravuver. Yes. 

Senator Symrneron. The normal method is to have architectural 
engineering design work done by private firms, then the Army engi- 
neers build against the specifications of the architects and engineers 
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who are working in accordance with the broad overall wishes of the 
Air Force; is that correct, Mr. Secretary ? 

Secretary Ta.sorr. That is correct. 

Senator Symrneton. Are the fees involved in the question of this 
tremendous facility normal fees? 

Secretary Tarpott. Yes, sir. 

Senator Symineton. Thank you, Senator. 

Senator Kerauver. Anyway, Sverdrup & Parcel, which are the 
same people substantially, in any event, as ARO, have four contracts, 
engineering contracts and architectural, I believe you said? 

Secretary Tatzotr. Yes, correct. 

Senator Keravuver. Of course, they have been paid approximately 
$11 million; is that correct ? 

Secretary Taxgorr. Yes. 

Mr. Garpner. The contracts total that. 

Secretary Tausorr. Yes. 

Senator Krerauver. What is the profit that Sverdrup & Parcel 
making ? 

Secretary Tatzorr. I do not know that. 

Senator Kerauver. General Sverdrup is president of Sverdrup & 
Parcel; is that correct ? 

Secretary Tatporr. Yes. I think he can answer those questions 
exactly, and I cannot answer them exactly. 

Senator Keravuver. On what basis is the Sverdrup & Parcel archi- 
tect-engineering contract based where they have received $11 million 
plus? 

Secretary Tarsorr. That is their total cost. They get a fee for 
that. 

Senator Krravuver. I mean, is that based upon some percentage of 
the total amount that is spent for construction ? 

Secretary Tatzorr. No. 

Senator Keravuver. What is it based upon? 

Secretary Tatzorr. Yes; that would be based upon the overall job 
of design and engineering. 

Senator Keravver. It is based upon a percentage of the $160 mil- 
lion that is being spent ? 

Secretary Tarsorr. No; it would not be based on a percentage be- 
cause you cannot tell what that designing will be. 

Senator Keravver. I just want to get what it is based on, Mr. 
Secretary. 

Senator Symineton. Will the Senator yield? 

Senator Keravuver. Yes. 

Senator Symrneron. If they want the details of the contract, Gen- 
eral Sverdrup is here. The problem is ARO, Inc., and General Sver- 
drup would be glad to give you the complete details of the contract. 

Senator Krravver. Stuart, I think Mr. Talbott would be the man 
to ask about how this was done. But, of course, we will ask General 
Sverdrup about it, too. 

What is your general impression about how the $11 million was 
arrived at? 

Secretary Tatzorr. We do not know when we start in exactly what 
that engineering and development and architectural work will be. 
Senator. We have had design 
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Senator Kerauver. You understand, I am not asking these ques- 
tions in an unfriendly way; 1 just want to get the facts out so that 
we can get down into the controversy. We understand it is a contro 
versial question. 

Secretary Tatsorr. We have compressors, we have the largest dyna 
mometers that have ever been built. We have equipment that has 
never been conceived before. When they start in and they do that 
on a cost plus a fixed fee 

Senator Keravuver. It is a cost plus a fixed fee of what, is what I 
am trying to get at. 

Secretary Tartsorr. For the year’s work. I think that that detail 
can be given to you by General Sverdrup, and I have got other men 
here who can. 

Senator Kerauver. Well, I would assume that of $160 million, that 
$11 million would be somewhere in the neighborhood of 2 percent or 
21% percent of the total amount spent. 

Secretary Tatsorr. Well, a little more than that, yes. 

Senator Krravuver. About 3 percent. 

Then ARO comes into the operation of the wind tunnel proper, 
is that correct ? 

Secretary Tartrorr. Of all the facilities. 

Senator Kerauver. Of all the facilities that I saw down there over 
in the other houses as well. 

Well, just for convenience, we will call them—I know they are 
very involved and technical. 

Then, when I was there I saw some pilot plant operating, but that is 
the only thing that is operating as of now, I believe ¢ 

Secretary Tatgsorr. Well, their operating plant is testing some 
equipment. 

Senator Krrauver. Yes, testing. So, this, whatever the amount 
was— 

Secretary Tatsorr. A hundred and sixty-nine million dollars. 

Senator Krerauver. No, the smaller amount that has been paid to 
ARO. 

Secretary Tausorr, $11 million. 

Senator Keravuver. So that Sverdrup and Parcel— 

Secretary TAtnorr. You mean ARO—I can give you the exact 
amount of that. In the yvear—— 

Senator Kerauver. I think I have heard you say that $118,000 had 
been paid to ARO; that is, for testing and for what operation has 
been carried on that part of it. 

Secretary Tatzorr. That is right. 

Senator Kerauver. I think we should get clear in the record, Mr. 
Talbott, some enlargement of your statement as to why it is that you 
think it is better for a private contractor to be the operating con- 
tractor. The options there, as you said, were operating it by the Air 
Force itself or, of course, you could give it to another contractor or 
form a nonprofit corporation. Just why is it that the Air Force 
cannot operate this itself? 

Secretary Tatsorr. We cannot get the staff. 

Senator Kerauver. You mean because of civil-service rules? 

Secretary Ta.zorr. Correct. 

Senator Ky FAUVER. Civil service would not enable you to pay them 
as much as they are being paid ¢ 
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Secretary Tatsorr. That is right. We have to turn out and get 
the best technicians we can get. ‘They have to come from industry, 
and I do not think our rate of pay is nearly as high as industry, but 
nevertheless, the civil service would not let us employ thdse men. I 
think it would be interesting—— 

Senator Kerauver. Just for the record, how is the National Aero- 
nautic Committee’s operation at Cleveland, is that operated by civil- 
service employees or is thata separate—— 

Secretary Tarsorr. I cannot tell you that; I do not imow. 

Senator Kerauver. You do have a small facility similar to this 
at Wright Field? 

Secretary Ta.sorr. Yes. 

Senator Kerauver. How is that operated ? 

Secretary TaLsorr. That is operated with civil service and Army 
men. 

Senator Kerauver. How is Los Alamos operated, by the Atomic 
Energy Commission ? 

Secretary Tatzorr. I do not know that. 

Senator Kerauver. I was there and I met some very outstanding 
scientists, and I do not know whether they were under a contract with 
somebody or whether it was directly under the Atomic Energy 
Commission. 

Secretary Tatzorr. Senator, I do not know what kind of a contract 
it is. 

Senator Kerauver. Mr. Talbott, on the matter of urgency, this, 
of course, does provide that no money should be paid to ARO after 
the 3lst of March. I saw very briefly—Senator Symington let me 
have the testimony before the House committee, that Mr. Gardner 
had testified that a contingent contract had been entered into with 
Sverdrup & Parcel, which was the parent concern for the continued 
operation over a period of 4 months until this matter could be worked 
out if it were not settled before the 31st of March. 

Secretary Tatsotr. That contract had not been signed, but they 
have agreed to operate if we get into an emergency in order to hold 
these men. 

Senator Keravuver. So if that came about, why, presumably the 
same people would go on operating under the name of Sverdrup & 
Parcel ? 

Secretary Tarsorr. I do not think they would all stay; I think 
we will lose some of them. We have had to hold extra men there at 
the present time in case these men leave. We are in a desperate 
situation there so far as that personnel is concerned. You see, these 
men who are operating are the men who designed a lot of this equip- 
ment; they have been working on this thing since its inception. We 
want to hold these men from Parcel’s organization, and they have 
agreed to let us do that. 

Senator Keravuver. So that it will be operated on a nonprofit basis, 
they have agreed to that, that is, Sverdrup & Parcel, the parent con- 
cern for 4 months, if time does not permit 

Secretary Tatzorr. They will do the best they can with that ap- 
propriation. It will be a disaster, in my opinion, if that has to take 
place, because there are a number of those men whom we will lose 
if that is necessary, to go to that extreme. 
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Chairman Sattonstaty. Would the Senator yield for a question? 
Is he through ? ; 

Senator Keravuver. I am not quite through yet, Mr. Chairman. 
Chairman Sattronstatt. Would the Senator yield on that point? 
Senator Krerauver. Yes. 

Chairman SarronstaLu. Mr. Talbott, would you make that last 
remark of yours clearer ? 

Secretary Tarzorr. A lot of those men now want to leave, these 
good engineers and scientists. 

Chairman Sauronstatu. There are approximately a thousand, are 
there not? 

Secretary Tatzorr. There are not that many scientists; there are 
approximately a thousand men; yes. 

Chairman Sauronstatt. Employees? 

Secretary Tatzorr. But I do not know how many of the key scien- 
tists there are. 

Chairman: Satronstauty. The Chair thought you said to Senator 
Kefauver that if this was operated on a nonprofit basis or for the 
next 4 months on that basis that some of these people would leave. 

Secretary Tatzorr. That is correct. 

Chairman Sartonsraty. Will you amplify that? 

Secretary Tarnotrtr. Because a lot of these men have been offered 
positions in private industry; a lot of them are dissatisfied. They do 
not know what is going to happen to them, they cannot make any 
plans ahead, and it is difficult to hold them. 

We have told them we hoped that this matter will be straightened 
out by the end of the month. If it is, why, the personnel will stay. 

Chairman Sattonstaty. How are they affected by whether or not 
ARO has a fee for its management? They are getting their salaries 

Secretary Tatzorr. Mr. Chairman, they are all high-class, able men, 
and they know of this uncertainty, and as long as this uncert: uinty 
lasts, and they think they may be out of a job, these fellows are going 
to take positions with other concerns. 

Chairman SauronsTatu. Thank you, Senator Kefauver. 

Senator Krrauver. How is the schedule running on construction? 

Secretary Tatsorr. We are behind, I suppose; not terribly far 
behind. 

Senator Krrauver. W ould y you give an estimate of how far behind ? 

Secretary Tatzorr. Well, we are not 6 months behind; 4 months, 
something like that. 

Senator Symineton. Would the Senator yield? 

Senator Krerauver. Yes. 

Senator Symineron. Has the constant flux the fact these people 
were called names, those who ran the company, and the contract being 
wrong, did that have anything to do with being behind in this vit: al 
war effort? 

Secretary Taxeorr. It absolutely has; definitely. 

Senator Symineron. Thank you. 

Senator Krrauver. Well, there has been some delay, I suppose also 
in getting material and equipment. 

Secretary Tatsorr. Yes, a great deal of it in design, keeping the 
thing all in balance. 

Senator Krravuver. After the operation, when do you say it will be 
completed, your best estimate ? 
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Secretary Ta.tzorr. Completed? We will start some of the units 
this year; the main tunnel will not start this year. 

Senator Kerauver. Mr. Talbott, then after the operation starts, the 
operating contractors, of course, are ARO if this bill is passed ¢ 

Secretary Tarporr, That is right. 

Senator Krravuver. Can you give us any estimate about what the 
amount, the cost of operation will be in any one year after you get into 
full operation, approximately? I know it is difficult to estimate. 

Secretar; Tatrorr. I would have to do a lot of cale ‘ulating on that, 
Senator. 

Senator Kerravuver. I mean, would it be from 10 to 20 million? 

Secretary TALBorr. May I ask Mr. Gardner that question 4 

Senator Keravuver. Yes, sir. 

Mr. Garpner. They plan to have about 1,500 people aboard when 
it is fully staffed. However, the fac ility is of such a development: il 
nature that I could not predict at this time how much. You can just 
get an order of magnitude figure. 

Senator Kerauver. I was just trying to get generally at cost—I 
understood it was to use 162.000 kilowatts of electricity, is what I 
have heard. 

Mr. Garpner. I can give you an order of magnitude figure, but it is 
subject tochange as we learn more how to do it. 

Senator Kerauver. I appreciate that. 

Mr. Garpner. In the order of $10 million a year. 

Senator Keravuver. In the order of $10 million. 

Now, the present contract with Sverdrup & Parcel while it is a 
perce ntage fixed fee contract, has been running somewhere around 314 
or 384, percent ; that is correct ¢ 

Se retary Taxtrorr. Three point SIX. 

Senator Krravver. Three point six. Would it be your contempla 
tion to continue on that same percentage after it got into the operation 
of 10 0r 11 million dollars ? 

Secretary Tatrorr. I would not say it would be the same percentage. 

Senator Keravuver. What would be your idea ¢ 

Secretary Tatsorr. A minimum of 214 percent, excluding power; 
I would guess at that. 

Senator Krrauver. That is what I would think we would all be 
doing. 

Secretary Tarrnorr. It might be as high 
that nature. 

Senator Symincron. Would the Senator y ield ? 


nator KeFAUVER. ‘Yes. ply. 
Symincron. The contract is subject to annual renegotiation, 
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Secretary Tatsorr. That is what I would assume. 

Senator Symrneron. That is always the way I knew it. 

Secretary Tatsorr. That is why I suggested 2% instead of 3% per: 
cent. It may be 3 percent. Whatever it is, it must be an equitable 
thing, and you see, it depends a great deal upon how much service they 
supply out of that fee. At the present time they are supplying 
service, which is a cost to them, and comes out of their fee. 

Senator SYMINGTON. That would be entirely subject to your ap- 
proval and that of the Secretary of Defense, whatever the fee was 
voing to be: would it not / 

Secretary Tarsorr. Right. 

Senator Symrneron. Thank you. 

Senator Kreravcver. Let me see if I et this st raight ; Percentage-fee 
contracts have been outlawed by statute; that is, if it is $100 million 
work going to be done, you cannot pay a straight 3 percent fee. 

secretary Tatsorr. No. 

Senator Keravuver. So what is being used here is a percentage fee, 
renegotiable afterward. 

Secretary TatsBorr. In other words, Senator, we will estimate that 
the work is going to cost $10 million, we will say, next year. Suppos- 
ing it costs $14 million, you have the same fee: your fee is set for the 
vear no matter what your costs are. 

Senator Keravuver. But you range it on some percentage ¢ 

Secretary Tatsorr. You take into consideration the total volume of 
work to be done. 

Senator Kerauver. Then how does this renegotiation afterward 
work? Is that part of the contract, that it can be renegotiated ! 

Secretary Tatsorr. Each year. 

Senator Kerrauver. Who has the final say-so on what is finally 
paid in the event of renegotiation ¢ 

Secretary Tatsorr. The Secretary of the Air Force and the Secre- 
tary of Defense. 

Senator Krrauver. Well, is the renegotiated figure one that the 
contractor has to agree upon ¢ 

Secretary Tausorr. Yes. 

Senator Kerauver. What if he does not agree? 

Secretary Tatsorr. Well, then, supposing we do not agree, then 
there has got to be some other method devised, the details of which 
[ am not completely informed about. 

Senator Kerauver. That is what I mean, 
it if you do not agree? 

Secretary TatBorr. You think of another method. 

Senator Keravuver. What is the other method ? 

Secretary Tatsorr. We would be in trouble again. That is why 
we went after a contractor who would set up for us an organization 
for this purpose. 

Senator Krerauver. Does the Air Force have other contracts of 
this kind ? 

Secretary Tatsorr. There are many contracts of this kind through- 
out the country on development and research work by all the services. 

Senator Kerauver. What is the final method of forcing an agree- 
ment if the parties cannot agree ? 
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Secretary Tatsorr. Senator, you have that in every type of con- 
tract that we have got, almost. You have it in your renegotiation— 
practically every contract and every subcontract, and usually the Air 
Force, if they set a fee, the Renegotiation Board approves a certain 
fee, and that is it. The contractor always has a claim to go before 
the Court of Claims. 

Senator Krrauver. Under this system one of the points is that you 
are able to pay—the contractor is able to pay—salaries so they can 
get special scientists. Does the Air Force have any control, or the 
General Accounting Office any control, over the amount paid to any- 
body ? 

Secretary Tarzorr. Certainly. 

Senator Kerauver. How is that? 

Secretary Tatsorr. Well, they have all got to be approved by us; 
every man that they employ has to be approved, security passed and 
his salary approved by us. 

Senator Keravuver. So you pass on the salary ? 

Secretary Tatporr. Yes. 

Senator Krerauver. What are the high salaries paid ? 

Secretary Tatzorr. One man gets $30,000 a year; one, $17,500. 

Senator Syminctron. Would the Senator yield ? 

Senator Kerauver. Yes. 

Senator Symineron. Is that for a project of over $250 million, a 
quarter of a billion, and the highest salary is $30,000 ¢ 

Secretary Tatzorr. It is very low. 

Senator Symineton. Thank you, sir. 

Senator Keravuver. Is that on the operation ? 

Secretary Tatrorr. That is the man in charge of the operation; 
that is the highest salary. 

Senator Krravver. In other words, to get it in proper perspective, 
the $200 million part also includes construction, not just operation 4 

Secretary Tatzorr. Right. 

Senator Revauvie: Which comes under the Corps of Engineers? 

Secretary Tatzorr. No, we are talking about the operation of a 
$250 million capital investment. This man at $30,000 a year will be 
operating the facilities. 

Senator Kerauver. Who is that, General Farrell ? 

Secretary Tatporr. Yes, that is General Farrell. 

Senator Kerauver. He isa retired Air Force officer? 

Secretary Tarsorr. No, Army officer. 

Sen: soar Ker auvER. I mean Army officer. 

Those are all the questions now. 

Eiakneem SaLronsTaLL. Thank you, Senator Kefauver. 

Senator Hendrickson ? 

Senator Henprickson. Mr. Secretary, the salary of $30,000 a year 
would be paid by ARO? 

Secretary Tatsotr. That is right. 

Senator Henpricxson. Mr. Secretary, you said that it would be 
impossible or impractical for the Air Force to take over these opera- 
tions because you would lose your organization ? 

Secretary Tatporr. That is right. 

Senator Henpricxson. And you said that that was because of civil 
service ¢ 

Secretary Tatgorr. That is right. 
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Senator Henprickson. Is that the only reason that you lose the 
organization ¢ 

Secretary Tatzorr. I think if we could pay these men the proper 
fees, then we have to go in and find somebody to run it, in addition; 
General Farrell does not do everything. They have got to have some- 
body handling the thing that the ARO corporation is doing at the 
present time, ‘for which “they pay themselves, and we do not pay, so 
we would have additional overhead. 

Senator Henprickson. So it is your considered judgment that this 
is far and away the best way to handle it ? 

Secretary Tatsorr. Not only the most efficient way, but by far the 
most economical way. It is so much better than any other type of 
operation, just as the Atomic Energy Commission has made its con 
tracts with the Monsanto Chemical Co. and with Union Carbide for 
the operation of facilities. 

Senator Henprickson. Mr. Chairman, those are all the questions 
I have at the moment. I would like to reserve questioning after I 
have heard from Senator Gore. 

Chairman SatronsTauu. Senator Johnson, you came in late. 

Senator Jounson. Yes, Mr. Chairman. 

Chairman SaLronsTaLh. Senator Stennis? 

Senator Srennis. Mr. Chairman, I appreciate that since these 
hearings are before all members of the committee, that each member 
cannot exhaustively ask questions, and I am going to yield my time 
with an observation respecting the comment made here by Senator 
Symington and the Secretary, that everything depends on the profit 
motive. If oy meant to say that, I will not object to that going into 
the record, I mean, unchallenged, because I think they are both fine 
examples i the other philosophy of life. They certainly are not 
here for the profit motive. That is all I have now. 

However, I wish the Chair would restate the issue. I got in too 
late to hear the chairman’s statement. Just briefly, what is the 
issue ¢ 

Chairman Sarronstati. The Chair would respectfully state, Sen 
ator, that the issue is simply this—perhaps the Chair can explain 
it: In 1949 there was an authorization for research by the Depart- 
ment of the Air Force. There was a substantial amount of money 
appropriated for that purpose in 1953 in the act last year. 

Senator Srennis. I know about the proviso and this bill to repeal 
it. But what is the contention now among the opposing parties 
here? 

Chairman Savronstatn. The contention simply is, as the Chair 
understands it—the Chair hesitates to explain it 

Senator Stennis. Yes. 

Chairman Sauronstatn. The contention is that this contract— 
by the opponents of this measure is that this contract—of a cost plus 
fixed fee for management by ARO, Inc., should be ended; should be 
canceled. 

Senator Stennis. Yes. 

Chairman Sauronstatt. And the question is, as the Chair sees it, 
should this committee decide to vote this bill that the House passed, 
then it votes that the ARO, Inc., should continue in management 
plus a fixed fee. 

Senator Srennis. Yes. 
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Chairman SavronstatL. Senator Case? 

Senator Caspr. It seems to me there are two issues involved here. 
One is the technical matter of dealing with the rider in the appropria- 
tion bill, and the other mattér is the total matter of policy involved in 
the future. 

The immediate issue is whether or not—I am stating it, and I want 
you to confirm this when I state it as a statement, and put it that way 
in the form of a question, the immediate issue is whether or ies 
shall repeal the rider which would prevent funds of fiscal year 1953 
being used after March 31, 1953, to pay ARO during the remaining 
quarter of this fiscal year. 

Secretary Tatporr. That is correct. 

Senator Casr. So that the bill before us merely deals with the 
availability of funds for the last 3 months of the year to continue the 
same practice that has been followed during the first 9 months of the 
year. 

Secretary Tarsorr. Right. 

Senator Case. But the broader question that is involved here, and I 
suppose the purpose and i inte nt of the rider was to place before the 
Congress the matter of policy, of using the privately organized firm 
to operate the Government facility; is that correct ? 

Sei eine Taw port. I wen ld assume that is correct. 

Senator Case. While the committee might well report the bill on 
the theory ce this “am the 26th of March in 5 days it would be 
impossible for the Air Force to develop some il method for 
operating the fac ilniies or for proceeding with its development, yet 
we are, in effect, considering the whole policy involved. 

It is true, is it not, that the atomic energy plants, such as Hanford, 
Wash., are operated under a somewhat similar contract? 

Secretary Tatsorr. That is my understanding. 

Senator Case. Do you know whether or not they are operated on a 
dollar-a-year basis or whether there is a fee for operation in addition 
to the costs? 

Secretary Tatsorr. I do not know that, sir. 

Senator Casr. Have you given any consideration to the use of this 
type of operation for providing normal services to Air Force installa- 
tions, such as contracting with the garage, let us say, for servicing 
of the motor pool of an air base? 

Secretary Tartnorr. No, sir. 

Senator Case. So that the Air Force here is thinking in terms of 
this as a policy only with regard to special research projects and not 
for standard operating installations? 

Secretary Tarzorr. It is not for standard operation; this is a very 
unique case, 

Senator Case. How does the Government operate the wind tunnels 
at Langley, Va., under the National Advisory Committee for Aero- 
nautics; is that by contract or operated directly ? 

Secretary Tatsorr. I do not know exactly how that operation is 
carried on. I know how the operations are carried on at Wright Field, 
where we do it with our own technicians. . 

Senator SYMINGTON, Would the Senator yield ? 

Senator Case. Yes. 

Senator Symrneron. At the time the contract was made, NACA, 
which has on its board leading scientists and leading aviators of both 
the Navy and the Air Force, was a long going concern. 
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The reason for the Arnold Engineering Development Center was 
the result of the knowledge of what had to be done in this country, 
after what was found in Germany, when our troops broke through and 
found their wind-tunnel developments. The important thing at that 
time, Senator, was to get as many good people as possible to handle 
something which might run, as far as investment was concerned, into 
$600 million. It was a surprise for me to hear the figure has been 
heavily cut. 

Senator Casr. But the NACA does operate its wind tunnels directly 
as a Government operation ¢ 

Senator Symineron. I do not know that, Senator. 

Senator Case. What about the wind tunnel out in Cleveland; do you 
know, Mr. Secretary ¢ 

Secretary Tatnorr. I do not know just how that is. It is a subsi 
dized situation. 

Senator Kerauver. That is the NACA. 

Senator Caspr. What about the one in California ? 

Secretary Tatsorr. I do not know exactly the operation in that. 
Maybe some of our men can tell you that. 

Senator Case. What control is there over the costs incurred in the 
operation of the facility at ‘Tullahoma in this kind of a contract ¢ 

Secretary Tatsorr. All expenditures are with our approval. 

Senator Casr. Do you pass upon the salaries that are paid ¢ 

Secretary Taurnorr. Yes. 

Senator Casr. What voice do the directors of the organizat ion 

Secretary Tatsorr. ARO? 

Senator Case. What voice do they have in determining salaries 4 

Secretary Tatsorr. They recommend them. 

Senator Case. They recommend them ‘ 

Secretary Tatporr. Yes. 

Senator Case. Do you know as a matter of record what differences 
the Air Force has insisted upon from the recommendations made by 
the directors of the corporat ion ¢ 

Secretary Tatsorr. No; they have all been settled; I do not know 
what the differences of opinion were. 

Senator Casr. Well, in the management of a corporation, where a 
corporation’s directors are responsible to its stockholders, there is the 
natural restraint of seeing that ends meet, and that the corporation 
shows a profit. But the danger in this type of an operation, it seems 
to me, is that if there is no one who has a responsibility that carries 
its own penalties for seeing that costs are held down, that the costs, 
salaries, and other expenditures, can be incurred with only the tax- 
payer and Uncle Sam to pay the bill in the final analysis. 

Secretary Tatnorr. Well, we control all of those expenditures, 
Senator. 

Senator Symineron. Would the Senator J ield ? 

Senator Case. Let me follow that out. 

Senator SymMinGcron. Excuse me. 

Senator Case. What salary does General Farrell get ? 

Secretary Tatsorr. Thirty thousand dollars a year. 

Senator Case. Thirty thousand dollars a year ? 

Secretary Tatsorr. Yes. 

Senator Cass. What salary do you get 4 
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Secretary Taxtsorr. I do not know, $18,000, I think—$17,500; I 
forget. ' 

Senator Case. Does anybody in the Air Force get $30,000 a year at 
this time ? 

Secretary Tatsorr. Certainly not; no. 

Senator Casr. General Farrell may well be worth $30,000. 

Secretary Tatsorr. What came up before with Senator Kefauver, 
you have got a facility there of an investment of $250 million. The 
man to operate that at $30,000 is a very low salary compared to what 
industry would pay that man. That man could, I believe, get double 
that salary from Boeing at the present time, and we would pay the 
bill. We are paying the bills all over through industry on salaries 
a great deal higher than that. 

Senator Casg. Yes. And the Secretary of the Defense Establish- 
ment is operating the 50 or 60 billion dollar business—— 

Secretary Tatsorr. Well, our motives are different, Senator. That 
is the way our machinery works in this country. The president of 
General Motors got a very large salary. That same man comes down 
here and he works at any sacrifice that is necessary to do the job. 

Senator Casz. When you speak of the total amount of business or 
the size of the institution that is being operated there dollarwise, do 
you include the costs of services supplied by other Government agen- 
cies, and make specific, when you determine the total amount of this 
operation on an annual basis? Do you include the amount of money 
that you pay to the Tennessee Valley Authority for power? 

Secretary Tatzorr. In the $250 million, I was just taking the total 
capital investment. 

Senator Case. Whose capital ? 

Secretary Tatrorr. The United States Government capital, the 
capital that you appropriated for that installation. It may run 
above; I am just taking a $250 million amount as a figure. 

Senator Casr. I have been going through this mass of material here 
of the several exhibits, and I also read the debate that occurred in the 
House when this matter was up there, and in several instances there 
was a reference to the low percentage that this management fee repre- 
sented or the portion of the management fee which could be classified 
as a final profit. I saw the reference to the low percentage that that 
represented in relation to the total amount of business. But obviously 
that portion of the business which represents the money paid to the 
Tennessee Valley Authority for services supplied by another Govern- 
ment facility or the amount of capital invested, if it is invested by 
the Government, is not a proper criterion for determining the per- 
centage of return that ought to be allowed the operating corporation. 

Secretary Tarrorr. I did not tie those together at all, sir. 

Senator Casr. You have them in—you have not got them in your 
testimony, but it was tied together in a great many of these exhibits 
presented here by General Doolittle, and some of these others, and 
what I am trying to determine is whether there is any effective way 
in which anybody is concerned witb holding down the costs of the 
operation. 

Secretary Tauportr. Well, I think we all are. 

Senator Case. There is not the same normal restraint that applies 
to the directors of a corporation. 

Secretary Taxzorr. It is the Air Force’s responsibility. 
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Senator Casr. I would like to have someone in the Air Force bring 
in some evidence somewhere along the line here to show where you 
actually have exercised that responsibility and sought to hold the 
costs down; that is, so far as I know, the Air Force is approving 
the salaries that are recommended by the directors, and the directors 
are under no restraints. 

Secretary Tatvorr. We approve each individual as his salary is 
put on the payroll. 

Senator Casr. You approve them? You accept mercly the recom- 
mendations of the directors ¢ 

Secretary Tatsorr. No. 

Senator Case. I would like to see some specific evidence on that 
point. 

Secretary Tatsorr. Well, there would not be anything in writing 
on that. We sit down and say, “What are we going to pay this man? 
Is he worth $6,000 a year or $16,000 a year? What can we get him 
for? We need this man.” If we think the salary is too high, we 
say, “Well, let’s pass him up and take another one.” 

Senator Case. Do you actually do that or does this engineering firm 
do that ? 

Secretary Tatrorr. No, I think the Air Force man in charge—— 

Senator Case. Does the Air Force do the employ ing ¢ 

Secretary Tatsorr. No, but the Air Force approves the employing. 

Senator Case. Mr. Chairman, I will pass until one of the other 
Air Force men can come and give us a little more detail on that. 

Chairman SauronstaLL. Senator Symington ¢ 

Senator Symineron. Mr. Chairman, I have some questions I would 
like to ask Mr. Talbott. Before that I would like to discuss this 
matter. 

When this contract and this company was attacked last summer, 
I was campaigning, and I think the chairman knows it is difficult 
to come back to the exclusion of what you are then doing. 

There has been misunderstanding as to how this company and its 
installation was formed. We realized in the Air Force that it was 
important to have immediately an installation of this character. I 
think that is verified by the amount of work already only awaiting its 
completion, as evidenced in the testimony of Secretary Talbott yes- 
terday before the House; I am glad to say, they unanimously re- 
versed the decision they had made before, thereby sustaining the 
Senate’s position. 

The place first chosen to put this installation, as recommended to 
me by proper authority, was in the Northwest United States. The 
then Chief of Staff of the Air Force, General Spaatz, protested bitterly 
against that location because, although it had ideal power condi- 
tions, there were already three primary targets in that locality—I 
think Boeing, Bonneville, and Hanford. After looking the country 
over, it was decided to put it in a Western State or Tennessee. 

Now I have always believed in small business. There are trusts 
in development and research, just as there are trusts in production. 

There was bitter opposition on the part of some of the leading 
scientists. They wanted the installation close to where they worked. 
At one time they protested its being put in Tennessee, and this is 
on the record, because they said the people of Tennessee were ignorant, 
and the climate unhealthy. 
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Naturally, I was a little sensjtive about any such characterization, 
because Missouri adjoins Tennessee. 

At another time they came in and said they would do the job at 
cost if we would not put it in Tennessee; if we would put it in the 
West. 

I have no little socialism in me—I believe a man should be re- 
warded for effort, and inasmuch as this no-profit talk was a last-ditch 
effort to control where the installation was to be placed, and inasmuch 
as I have had a good look at some of these at-cost contracts that run 
a great deal higher than anything we are talking about today in 
percentage, I did not think that right. 

Although the people involved in the contract were Republicans, 
they were also sacaioe ians, Messrs. Sverdrup and Parcel and, there- 
fore I asked the Assistant Secretary of the Air Force, Mr. Harold 
cog who is here today to go over this proposed contract him- 
self in detail, which he did, and he supported the recommendation 
from oie authority for the contract. 

After that I called in General Sverdrup, whom I hardly knew, 
and told him that because he came from Missouri, and I did, he could 
only have the contract with the premise that it would be the lowest fee 
ever paid by the Air Force for any comparable contract. We had 
considerable discussion on that, as the good general will remember, 
and there was some disagreement. In the end he agreed that he 
would take it on that basis. 

I want to emphasize that I did not recommend the contract, o1 
sign it, but anything that happened in the Air Force while I was 
Secretary of the Air Force was under my authority, and I took and 
take full responsibility for it. 

Several matters have come up here this morning. I think it is 
unfortunate that talks are reported and speeches repeated, out of 
context. The whole story is the truth; not half a story. 

At one time somebody said the more ARO spent the more it made. 
That is obviously not possible under a cost-plus-fixed-fee contract, 
and a cost-plus-percentage-of-cost contract is illegal. In addition, 
as the Secretary has pointed out, this contract can be renegotiated. 
The Government controls the profit. It could be renegotiated down to 
1 percent. 

The question is, What is fair profit in a going market, if you be- 
lieve in the free-enterprise system ? 

On cost-plus-fixed-fee contracts there has been some discussion. 
It is very difficult for anybody, except the great institutions or great 
corporations, to do business on work where it is not known what the 
cost is, unless the supplier murders the customer in price. This is 
a matter I am sure Senator Flanders knows more about than I do. 

As an illustration, at one time in 1941 we took contracts for plane 
armament. The British succeeded in persuading our Government 
that the 30-caliber gun was sound. We built some before it became 
obvious that the gun was unsound. If we had not taken that busi- 
ness on a cost-plus-fixed-fee basis the company would have been 
destroyed because it did not have enough working capital to take the 
loss, even though operating under the specific instructions and prints 
of the Government. 

Now, on a cost-plus-a-fixed-fee contract you have two checks, aside 
from the renegotiation rights of the Government. The first check 
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is the service in question with their own people in the plant to check 
efficiency and allowable costs. This refers to some of the points that 
Senator Case brought up, I think, to check efficiency, to check costs, 
cost of material, cost of labor, overhead cost. Those are the only 
costs there are except possible profit and perhaps royalties. 

Senator Casz. Will the Senator yield? 

Senator Symineton. Yes. 

Senator Casr. When you referred to me, you referred to this latter 
phase of what I said. I understand full well that with a fixed fee 
the fee is not increased by the increased costs, but you are referring 
to the latter phase of my remarks. 

Senator Symrneron. I may say, Senator Case is as well up on fig- 
ures and contracts as anybody I have ever met in either Houss of 
the Congress. 

Senator Case. I want to be clear. 

Senator Symineton. I know that because I testified before him for 
many years while in the Air Force. 

In addition to that, the General Accounting Office, run by one of 
the finest men I have ever known, comes in after the check of the serv- 
ice, and goes over all costs; and they decide what is allowable cost 
against the fee and what is not in addition, all that information goes 
to a third check. The renegotiation board comes into the picture, 
and they, in their renegotiation on whatever profit is available before 
taxes, decides whether or not you have or have not done a good job 
and fix your profit accordingly. 

Therefore, you have three Government chec ks, and in addition to 
that, as the Secretary pointed out, this group is not down here to 
make money. They could make a lot more money by utilizing their 
skilled engineers elsewhere. 

Senator Kerauver. Senator Symington, would you yield at that 
point? I asked Secretary Talbott what happened before the rene- 
gotiation board if the contractor and the Air Force, for instance, 
could not reach agreement, what the method of settlement was. I 
thought that was a point of interest. Would you elucidate on that? 

Senator Syminetron. Yes, Senator. If the contractor and the 
Air Force did not agree, then the Air Force would decide whether 
or not they would like to cancel the contract as against the imminence, 
the critical importance, of the contract or whether they would go on 
with the contract at the fee that was not agreed to; and then they 
would submit the papers to the renegotiation authority so that 
latter would know the contractor was operating on a basis the Air 
Force did not think fair. In addition—— 

Senator Keravuver. Well, Senator—— 

Senator Symrneton. May I proceed, Senator? 

Senator Krerauver. Yes. 

Senator Symrneron. With the premise that the relationships would 
be continuing relations, once the Air Force was on top of the picture, 
which ultimately is the position of any customer as against a supplier, 
then all matters considered unfair would come back into the picture 
in any future business dealings, and each year, as Secretary Talbott 
pointed out, this entire matter is subject to a renewal on the part of 
the Air Force, with possible adjustment in favor of the Government. 
When I just said these people did not come down here to make money, 
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I meant people from private business who are patriots and come into 
Government. 

Senator Kreravver. Well, the point is, suppose the contractor and 
the Air Force simply cannot reach an agreement. Is there any method 
for taking the matter to the Court of Claims or to any judicial body 
for settlement of the dispute ¢ 

Senator Symineton. Now, Senator, I have been out of private 
business and in the Government for 7 years. But the way it was 
before, we had a branch renegotiation division and then a central 
division, and then a Court of Claims to whom you had the right to 
appeal, for adjudications of differences. 

Senator Krrauver. I can see how it probably would work out 
where there were a continuing operation. But if there is only one 
operation it would seem to me the contractor and the Air Force might 
get into a dispute where the Air Force would lose its pressure it 
might have to force a settlement. 

Senator Symrneron. Senator, that is always possible, but I still 
believe the contractor should have some resistance against any com- 
mandeering pressure, comparable to communism or nazism, when 
it comes to being forced to work. 

What we are discussing now is ARO, Inc. I do not think if there 
have been separate contracts made with Sverdrup and Parcel they 
should be considered. The problem is ARO, Inc.; if the fee is at- 
tacked as too high for a doctor on an operation, that does not neces- 
sarily mean that all the fees he has charged for all his operations are 
too high, or too low. It is ARO we are talking about. 

With that in mind I would like to read into the record a short state- 
ment about the ARO contract, and I would ask that anybody that has 
considered the out-of-context observations made in this unjust attack 
read this statement carefully before forming a conclusion. 

Since April 1950 ARO, Ine., has held cost- plus-fixed-fee contracts 
with the Department of the Air Force to manage, operate, and main- 
tain the Arnold Engineering Department Center in Tennessee. The 
present contract expires March 31. 

Under this type of contract the work is performed at cost, which is 
estimated and agreed upon in advance, and a fee is fixed for the 
services of the contractor. This fee does not change even though 
actual costs may vary from the estimate. 

The fees awarded ARO, Inc., for 3 contract periods total $173.474.50. 
Of this gross income approximately $75,000 goes back to the Govern- 
ment in Federal income taxes. 

Under this type of contract certain costs are not reimbursed by the 
Government. These costs include donations, charitable contributions, 
interest charges, and the like. During its 3 years of operation, ARO, 
Inc., will have absorbed from its gross fees more than $33.000 of such 
charges. 

A reserve for contingent liabilities has been established—and I 
might submit to the committee for its consideration the fact that these 
people use their own money in this situation—in the amount of $20,000, 
leaving approximately $45,000 as earned surplus. 

Thus the corpor: ation will have had an average annual net income 
of $15,000, and in the event no contingent liabilities materialize. this 
net income will still average less than $22.000 a year. 
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The total of agreed estimates of cost for the 3 contract periods is 
$6,098,580. In addition to the responsibility of administering these 
amounts, ARO, Inc., has the contractual responsibility for the man 
agement, the operation and the maintenance of complex multimillion 
dollar aeronautical test facilities which are without parallel. There 
is nothing else like it in the world. 

The corporation presently has approximately 1,000 employees, many 
of whom are scientists and technicians with rare skills. 

ARO, Inc., has a paid-in capite il of $150,000, and has established 

$350,000 in credit with a mi jor Tennessee banking institution. Dur- 
ing its 3 years of operation no dividends have been paid. 

General Sverdrup would be glad, as would his colleagues, to get 
out of this contract quickly from the st: undpoint of profit and loss, but 
all an engineer has to sell is his ability, his integrity, and his patriotism, 
all of which General Sverdrup believes have been most unjustifiably 
attacked. 

Now, the question came up of General Farrell. If I may, without 
taking too much of the committee’s time, read a short statement with 
respect to General Farrell, who the record has left as a retired Army 
officer. 

The personal history statement of General Farrell, an Army Reserve 
officer, submitted to both the House : and the Senate committee, shows 
that in 1947 he was earning $22,500 a year as chairman of the New 
York Housing Authority, and th it he was recalled to military service 
after Kores 

During this military service he was assigned to the Atomic Energy 
Commission as assistant general manager. Therefore, he is by no 
means just a retired Army officer. 

He served 5 months in this post on military assignment, and 2 months 
as a civilian, at $17,500 before he joined ARO. 

During World War II General Farrell served as chief engineer 
of the China-Burma-India theater in charge of construction of the 
Ledo Road, B-29 airfields, and oil lines from Calcutta to China, later 
became deputy to Major General Groves on the atomic-bomb project, 
and had charge of the field operations in the Marianas connected with 
the delivery of the atomic bombs against Japan. He also headed a 
mission to Japan to investigate the effects of the bombs and Japanese 
activities in the atomic-energy field. He also served as a member of 
the Joint Chiefs of Staff evaluation board for the Bikini tests of the 
atomic bomb against naval vessels; and as an adviser to Mr. B. M. 
Baruch, United States representative on the United Nations Atomie 
Energy Commission, and I might add that Mr. Baruch, in my opinion 
about the wisest American of them all, could not think more highly of 
General Farrell. He believes in General Farrell implicitly. It is the 
duty of people running a company for the Government like ARO, Inc., 
under a management- “operating contract, to get the finest men they 
can—$30,000 today is $15,000 in 1939. 

Chairman SAaLtTonstaLL. Will the Senator yield there? 

Senator Symineton. Yes. 

Chairman SatronsTatu. The Chair would just like to add that he 
was a member of the committee with General Farrell that went over 
to Bikini, and the Chair respected very much the ability of General 
Farrell on the atomic-energy process. He was the responsible man 
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who launched the airplanes that went off to Nagasaki, to Japan, 
Hiroshima. 

Senator Symincron. Thank you, Mr. Chairman. 

Chairman Satronstaui. And that his record as a highway engineer, 
and later as a housing engineer in New York City, is certainly above 
reproach for integrity and character and ability. 

Senator Symrneton. Thank you, Mr. Chairman. 

When we practically destroyed our Air Force, going from 245 to 42 
groups, as Senator Lyndon Johnson and his subcommittee know so 
well—and are now trying desperately to get back to 143 groups—we 
ought to go out and try to find some people, a little too old to fight 
but experienced, to see if they cannot help us. 

I do not like to take too much of the committee’s time developing 
this record, but I want to put in the record that when these charges 
were made against my constituents, they pleaded with the House of 
Representatives to have a hearing. Their letters were never answered, 
and later on the floor of the House it was said that they had never 
applied for a hearing. I believe that was one of the chief reasons why 
yesterday the House unanimously reversed the position taken before, 
and supported the Senate position, because they believed it was only 
fair play to let Sverdrup have a hearing. 

Mr. Talbott, I have questions to ask you to get the record clear. I 
have here before me your testimony yesterday, sir, before the House. 
It goes like this: 

The CrmatrMAN. It would not be economical for the Government or the Air 
Force to attempt to do this work themselves? 

Secretary TALBoTr. Well 

The CHAIRMAN. In fact, it is impossible for you to do it? 

Secretary TALBOTT. Wecan’t do it. 

The CHAIRMAN. You cannot do it. You have to get highly trained experts 
and skilled. 

Secretary Tatnotr. And we have no basis on which to pay those men. They 
have to be pulled out of industry, out of college, out of research groups, and we 
have no way to pay those fellows except through civil service. 

The CHAIRMAN. You have got to get someone to do it? 

Secretary Tarsottr. And we have got to get somebody to go to collect that 


group of men. 
The CHAIRMAN. And your agent has been efficient and eonomical and effective 


up to date? 
He is referring to ARO. 
Secretary Tatsotr. I think extraordinarily effective and economical. 


I might add at that point, Mr. Chairman, this is not the administra- 
tion that started ARO. 

The CHAIRMAN. Honest and aboveboard? 

Secretary Ta.Lsorr. Oh, it would be stupid to be dishonest for such a trivial 
amount. It is stupid for them to be dishonest. I could not agree more with 
that, Mr. Chairman. 


Then Mr. Vinson, Chairman Vinson of the committee in the past 
administration of the House Armed Services Committee, asked: 
Mr. Chairman, let me ask the Secretary a question. I understand this is not 


a cost-plus contract but is a fixed-fee contract. 
Secretary TALBoTT. A fixed fee which can be renegotiated each year. 


Mr. Secretary, is that testimony as you remember it ? 

Secretary Tarport. Yes. 

Senator Symrneton. I have one more part of the testimony, which 
is shorter, that I would like to read into the record. Mr, Chairman, 
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as you know, Mr. Durham of North Carolina, is one of our great 
public servants and a true expert on atomic energy. . 

Mr. DurHam. Of course, the importance of this facility is in the basic re- 
search of the jets and all of the other things. In my opinion we did not have 
such planes at the end of the war, we had to go out and do this job because 
we did not have them. Now, of course, if we delay these further we are going 
to delay our whole jet program, our whole missile program, and everything 
else 
and I think the words “everything else” based on what has been going 
on recently are most apropos 
because it depends on this basic research primarily. 

Secretary TALsorr. Well, we have already delayed it, and it is criminal. We 
must go ahead. 

Mr. Secretary, does that testimony, to the best of your knowledge, 
represent what you there stated ¢ 

Secretary Tatzorr. That is correct. 

Senator Symineton. Mr. Chairman—except for the pleasure of 
introducing General mec my constituent and friend when he 
comes here to testify, a great American and a great battle hero—I 
will now pass. Thank you. 

Chairman Sarronstraty, All right. 

Senator Duff? 

Senator Durr. I just have this one question. Is it correct to assume 
that if your recommendation is not followed the consequence for 
some time will be a makeshift operation and a conseque nt slowdown 
that will seriously interfere with your overall objectives? 

Secretary Tatzorr. You couldn’t be more correct. I think there 
is one thing I might say to you gentlemen that perhaps you do not 
realize. In the design of this equipment certain men were brought 
in. Let us take a dynamometer, for example. We brought in these 
men to design a dynamometer, and they are top class, able, the ablest 
engineers we can get. We want those same men who designed and 
tested this apparatus to stay and continue to operate it. There has 
never been anything like it before. It applies to practically the en- 
tire equipment down there. 

Therefore, we want to retain the men who have designed and tested 
and built this equipment, and they belong to Sverdrup & Parcel, 
that is their organization, and they have been unselfish and patriotic 
in saying, “Sure, we will let these men stay, and we will operate those 
men for you.” 

We cannot take those men Sverdrup & Parcel could go out and 
make a great deal more money with that same personnel in industry. 
I think that they are doing a great patriotic ‘ob, and I think we are 
very fortunate to have that group and have an arrangement whereby 
they will stay and operate this facility. 

Senator Case. Mr. Chairman, may I ask a question / 

Chairman Sarronstatn. Would the Senator permit the Chair to 
ask one question ¢ 

Senator Case. Yes. 

Chairman Sauronstatu. Mr. Secretary, the Chair does not think 
this has been brought out—it may have. Congressman Evins, of Ten- 
nessee, yesterday on the floor of the House on page 2403 of the Con- 
gressional Record of yesterday—that would be the Record of March 


31694—53 
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95 stated that the General Accounting Office has made an investiga- 
tion of AR (). ind has olve ni it. al d | quote: 


a clean bill of health—and, as we all know, the GAO is very efficient and it is 
diff t for any operation to successfully pass the surveying eye of a General! 
Accounting Office investigatio 

l i on, a Clivillal I ind edueat 1dvisory board a nonprofit 
Cj } Ii— has on two } ce Ol had an investigation and evalua 
tion of the nerformance of ARO contract operato And, in each instance, 
this civilian advisory board has also given ARO a clean bill of health and has 


reestablished the position of the Air Force in this matter 


Is that a correct statement ? 

Secretary Tautnotrr. Yes, sir. 

Chairman Saronstauu. Of your own personal knowledge you 
know that the GAO has examined this, and that is a good contract? 

Secretary Tatzorr. That testimony was given through my assistant, 
Trevor Gardner, who had been through those records, and I am taking 
those records as to his personal statement that he is correct. 

Senator Symineron. Will the Chair yield? I would respectfully 
ask the chairman and the committee that every record the General 
Accow tinge Office has with respect to ARO be placed in the record 
of this committee, that the source of the —_— ‘a identified, and that 
full and « mplete details with res pect to anvthi ne and everything 
the General Accounting Office said about this company be placed in 
the record. 

Chairman Sarronstauui. Well, the Chair would respectfully state 
that before agreeing to that he would like to see the length of it. The 
Chair has no objection to it being, any report being, made a part of 
the record, but if the Senator would modify the request to state that 
those reports and so on should be included as and attached to the rec- 
ord of the committee, the Chair would have no objection. 

Senator Symineron. If the Chair thinks that is proper, I would be 
mla | to agree. 

Chairman SAaLTonsTAuu. T] 

Senator Case ¢ 

Senator Casr. It seems to me the committee has no alternative here 
other than to recommend this bill, because we are up against the 
deadline of March 31, and all that is involved technically is the 3- 
month ca for the last quarter of the year; and speaking for myself 
I i! not partic ularly conce rned or di sturbed by ft he AR O contract or 
the amount of money that they are getting. I think the fee they get 

rather small, considering the total operation. 

But the thing that is involved here, and which the committee, I 
think, must study, is going behind the contract into the costs that 
develop when we contract to organized firms the matter of operating 
a S vvernment facility. 

Now, during World War IT we developed a renegotiation process, 
but that went to the des. and even though the ARO contract here 
might be subject to renegotiation there would not be very much gold 
to dig out of it in any event if renegotiation only goes to the contract 

ARO. ts 

But the thing that concerns me is whether or not there is an efficient 
check upon the costs of the operation itself. When the Government 
operates a facility, you have the Classification Act which determines 
the amount of salaries that may be paid, and I am fully aware of the 


ie Chair says it will be done. 
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difficulty ol vetting sclentin ability under the e1\ l-serv ee classifiea- 
tion and salaries permitted under the Classification Act, I mean, 
various grades. We have that very difficult problem when we are deal 
he with so much scientihic ¢ eavor both in the atom ergy held 
and in the operat on of something ke this. 

The research contract with so-called nonprofit institutions has 
offered one way to get the work done, but | have not been satished that 

e have vet evolved al \ eficient method of checking the costs them 
Selves, SO | propose to write to the Greneral Account no Office and ask 
Mr. Warren to give a résumé o 
W th contracts of this sort, and then to state what checks, if any, the 
General Accounting Office has upon the costs that they create or they 
incur: that is, lL shall want to know whether or not they merely indulge 
In a post-audit and find whether or not there has been any fraud or 
any error 1n the payment of those costs. ; 


of the firms which are now operating 


lf the authority of the General Accounting Office merely goes to the 
determination or detection of error and traud,. then I do not think that 
is sufficient. There ought to be some way in which somebody, repre 
enting the Government, can effectively determine whether the costs 
legal; so I propose to write that letter. 

Senator SyMincTon. Will the Senator yield ¢ 

Senator Case. Yes. 

Senator SymMinoron. I think that would be a fine thing to do, Mr. 
Chairman, and I would ask the Senator if he would modify that, so 


are oreater than they ought to be regardless of whether or not they are 


that to vet the total amount of 1 oney ot so-called cost contracts which 
have presumably no profit in them, and specifically all the cost con- 
tracts with large colleges and universities and institutions of learning, 
and any other institutions Senator Case might care to add, so that we 
find out in addition to where the profit woes on the so-called profit 
contracts, we find out where the money goes on the so-called cost 
contracts by whi h latter process we are putting hundreds of million 


of dollars annually into institutions, and very large corporations, for 


research when research is the basis of future production and small 
retting the short end of the stick 


busi es as usual, 1 Oo 
Senator Case. Mr. Chairman, I will be glad to include that in any 


request, because I had the same thought in mind earlier whe l referred 
earlier to the so-called nonprofit institutions: I think that some of 
those institutions, some of those contracts- 

Senator Kerauver. Would the Senator yield for a question ¢ 

Senator Casr. Yes. 

senator Ky FAUVER. Did I unc rst ind there is a difference In the 
statute and the procedure hetween the negotiation of contracts tor 
construction of a facility and a contract for the operation of it ¢ 

Senator Cass. A difference in what respect ! 

Senator Krerauver. You pointed out, and I understood your state 
ment to say, that there was a difference. 

Senator CASE. Oh. ves. The renegotiation board can clearly vO 
into the renegotiation of contracts with the Government; the contract 
with ARO is a contract with the Government, but that contract it 
self is subject to renegotiation. But whether or not—— 

Senator KEI AUVER A contract m ide by LRO with someone else. 
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Senator Case. But whether or not a contract made by ARO for 
costs, for services, either for equipment or materials, I doubt that that 
s covered under the renegotiation procedure. 

Chairman Savronstau.. The Chair would respectfully state that we 
have many W tnesses to be heard. 

Mr. Secretary, have you anything more to add 4 

Secretary Tatsorr. No, I would just li Ly as to this question 
of expenditures, I spent Monday at the Boeing Aircraft at Wichita. 
It isthe same thing: it isa fee for renegotiation. 





ce TO Si 


Senator Case. That is their fee or their contract is. But does your 
contract with ARO, for instance, provide that the renegotiation board 
may go into the contracts which ARO makes with a suppher for 


equipment or services ¢ 


Secretary Tarporr. Certainly, certainly We follow the same 
practice | at you follow. WW th Boeing or W th any other contractor, 
so that our control of their expenditures is exactly the same as our 
control of expenditures at Boeing or any of our other contracts. 

Senator Case. Is it exas thy the same as if it were a direct contract 


with the Government and that supplher ? 

Secret ry Tantporr. Ye 

Senator Case. That, I think, will be brought out in the inquiry 
to the General Accounting Office. 

Secretary Tausorr. I think the Ge neral \ccounting Office—I think 
voul ovest Ol 1S e@X ellent. 
~ Senator Symincron. If IL follow the Senator’s thought, what you 
are really asking is, is a subeontractor renegotiable in many instances / 

Secretary Tatsorr. He is 

Senator SyminoctTon. He is. 

Secretary Tatnortr. Yes. 

Senator Case. What about salaries? 

Secretary Tatsorr. Salaries are subject to renegotiation also. 

Senator Casr. Can the Renegotiation Board disallow the salary to 
General Farrell, for example? 

Secretary Ta.zorr. I do not know that one. 

Chairman Sauronsratn. Mr. Secretary, the Chair would respect- 
fully state that if you have become an expert—— 

Secretary Pannorr. I have not done much in 60 days to become an 
expert. 

Chairman Sarronstrati. The Chair would say that you are not the 
proper witness on those things. 

Senator Case. Mr. Chairman, I did not intend to get into that. 

Chairman SauronsraLtu. Are there any further questions of the 
Secretary ¢ 

Senator Jounson. Mr. Chairman? 

Chairman SALTONSTALL. Senator Johnson. 

Senator Jonnson. Mr. Chairman, I apologize because I was de- 
laved, and | have nol heard your witness, but I am a little contused 
with the discussion in the House on yesterday, where I observed it was 
stated, and I quote: 

1 know that General Farrell is a highly capable man. I am not saying that 
he should not get it, but what I am saying is that the contract holder is footloose 
ind fancy free to hire any people he wants to hire and pay them any salary he 
wants to pay 
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I would like to have your comment on that. 

Secretary Tautnorr. Who said that ¢ 

Senator Jounson. Well, it was a very distinguished Member of 
Congress for whom I have great respect, from my State. 

Secretary Tavsorr. That is not correct. I think when you talk 
to General Farrell he will tell vou exactly how that is done: that 
s not correct, 

Senator Jounxson. Would you elaborate for my information, if the 
committee members will indulge me, on what the contract holder is 
obligated to do in order to get the people he wants and in order to pay 
them the salary that is commensurate with salaries paid for similar 


work ? 

rmecret ul’y ‘| ALBOTT. He comes to the Air Force represe ntative and 
ivs, “I have John Smith who is working as a professor at MIT, 
and we can get him for $14,000 a year or $7,000 or $17,000. Here are 
his qualifications. Here is another man. Which of these men do you 
think we should have?” None of those men are hired without our 
appro ul. 


mPenatlol J MINSON, Suppose the contract holdei savs. “I Want to pay 
man $20,000 a vear,” and the Air Force representative says, “We 
do not think vou ought to pay him over 815.000." whose opinion pre- 


t 


ecretarv TaLnorr. Ours. Then we do not hire the man, perhaps; 
we do not vet him. 

Senator JOHNSON, suppose he pays him ? 

Secretary Tatsorr. But he will not. 

Senator JOHNSON. Suppose he pays him SZO.000 4 

Secretary TaLsorr. We disallow it. He has not the authority to 
do it without our approval. 

Senator Jounson. If you did it, it would come out of his own fee? 

Secretary Tatzorr. That is correct. 

Senator Jounson. In other words, it is similar to what an internal- 
revenue agent can do with a private corporation so far as payment of 
the officers’ salaries are concerned. If he thinks it is not commen- 
Surate W ith similar salaries paid in other corporations, he just dis 
llows the part that he thinks is excessive: is that correct ? 
Secretary Tausorr. I do not know that one. 

Senator Jounson. Thank you. 
I want to ask this question : Are you familiar with the Government’s 


cl 


operation oI their SiD0 million rubber plants DY the mayor rubber 
col panies ¢ 


Secretary Tatsorr. I am not, sir. 


Senator Jounson. I would like to ask Mr. Symington this question. 
Are you familiar with that operation? You are, are you not? 

senator SYMINGTON., Well, | aim not fam lar Ss | was, Senator, 

Senator JOHNSON. Does the agreement between the Government and 


the onerators of those plants parallel the operation that you have at 


] } ] 1 
IS fil entel ( I) other words, are those people, Those operators, 
I I 
. ’ . 
paid the cost of the operation plus a fixed Tee ¢ 
i i i 


Senator SymMIncton. That is correct. to the best of my knowledge. 
Iw ll cheek that for the record. ] would like to add that I was told 


by the head of Ordnance that all high explosive in this country is 
produced u der an operating fee with reputable companies. The 








N94 } tated } f they en acement perating fee contracts, 
e is not! unusual about tl (RO contract, except the 


( oft the comna und e smallne ot the net Tee. 
Senator Jounson. That Wl. Mr. Chairman. 
( Pra SALTONSTALI Phat you, el itor Johnson. 
» itor Flande \ ou any que ( ¢ 


I have come into this. Mr. Chairman. rather late 
her cold. and I would like to be informed on one or two 


whole project of con- 


oineering Co.; that is ARO. 


a small con pany. 


‘e) sthe Arnold E 
Senator FLanpers. They speak of of it as 

Secretary Tatrott. And it is operating the facility there. 
w 


That is an operating company, not tl 


enator FLANDERS. he con- 


StTrul 11) 


company ¢ 


Secretary ‘TALBOTT. 


or 


Senator FLANpers. The operating mpany would naturally be 
Is the construction ec mpleted 

» etary ‘TALBOTT. No. sir. 

S tor FLANpeRs. So there is a construction company also in 
operation as well as— 

Ss I ‘J LBOT!I reve l 

S or FLANDERS. Several ? 

Secretary TALBorr. Several contractoi 

sr tor FLANDERS. What are the relationships between the operat- 
Oo anV and the const { on companies ¢ 

Secretary Tarrnorr. None on the construction company. The ARO 
or that e group of were working on the design, the archi- 
tectural a desion and enginee ne real res of the center: the Army 
engineers had charge of the construction. 

Penuwcol ley ANDERS. | see, So I can understand, then. why the ARO 


is comparatively small. 
Secretary Tarsotr. It will be larger, but it 


o is very small at the 
present time. 

Senator FLANDERS. I might just sav this for the record, Mr. Chair- 
man. that I have had « xperience in private life with bid construction 
have concluded from my own 
which you have knowledge of 
. it a cost-plus-a-fixed-fee is the 
I do not know whether that applies to this 
not be disposed to condemn it 

of s of my experience. 

Senator SYMINGTON. Will the Senator vield 2 

Senator FLANpERs. Yes. 

Senator Symincton. That is exactly my experience in private busi- 
ness for 2Y vears prior to coming into Government. 

Senator Fianpers. I might just ask one further question. Were 
such elements of uncertainty, of of breaking new 
ground so that the doing of this work on a bid basis was dubious? 

Secretary TaLpotr. You could not do it on a bid basis because you 
did not know when your facilities were coming into operation; you 
did not know. 


and the cost-plus-fee construction, and 
experience that 1f you have a firm in 
ntegrity and of their ability, th 
cheapest way to do things. 
pre ent situation or not, but I would 


‘hand on the bas 


newness, 
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Chairman SALTONSTALL, Thank you, Mr. Talbott. 

Now, listed as witnesses for the proponents are Messrs. Gardner, 
General Craigie, and Mr. S erdrup. 

Possibly, Mr. Secretary, it would be helpful to have Mr. Sverdrup 
take the st ind at the present time, ‘ the committee certal ly | 


Nas 
fone nto many ot the details through the Se retary. Perhap we 


would save t me, but I want to leave it to the Secretary. 

Senator FLANpers. May I interrupt for just a moment. to Inquire 
as to what is the amount of dollars involved in this appropriation in 
question ¢ 


Chairman SALTonstaLh. The Chair would respectfully state that it 
ta question of dollars. Iti i question of limitation of expendi- 
tures under the appropriation to March 31, 1953 
Senator FLANpERS. Limitation to March 31, 1953? 
Chairman SALTONSTALL. That is correct. 


Senator FLanpers. ‘The question was before the House that no funds 


ppropriated should be apphed to this particular project after March 


7 1 


Chairman SaLTonstaLn. The Chair would respectfully state to the 


St 


luded in the appropriation, defense appropriation 
bill, of last vear, there was a proviso by the House that there should 

e no expenaiture of the research money of the Air Force on this 
(RO contract. The Senate struck out that proviso. In conference 
the conferees, after one disagreement, brought out a provision that 
no research appropriation of the Air Force should be spent on ARO 
after March 31, 1953. 

The Department of the Air Force has now brought a bill in to 
repeal that proviso, which has passed the House, and is now being con- 
sidered by the Senate. 

Senator FLANDeRs. I still would like to know, to get some measure 
of, the annual expenditure of this ARO outfit. 

Chairman SatronstTaLh. At the present time the Chair would re 
spect fully, subject to correction, state that on construction there have 
been approximately $170 million spent with, perhaps, $100 millon 
more to come; that about 60 percent of the work done is now being 
operated ; that the total management fees of ARO up to the present 
time have been for 2 years and 9 months approximately D130,000. 

Senator Fuanpers. Yes. Then, I can agree with the statement that 
it is, comparatively speaking, a small operation because $130,000 is the 
only element that 1s under discussion at the moment: is that right é 

Cha rman SALTONSTALL. The element under discussion is as to 
whether this contra: t—that all Air Foree contracts with ARO should 
be canceled after March 31 of this vear, and that the Air Force should 
operate this wind tunnel on some different basis. 

Senator FLuanpers. Well, is the $130.000 the total amount to date 
in the project which is under discussion ? 
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Chairman Satronstratn. There is no amount under discussion. 


Senator Fuanprers. But is the project under discussion a project 
which has cost to date S130.000 : 1s that correct / 


Chairman SAuronstTaLL. That is right, for the management. 
Senator FLAnpers. That is all I 
Senator Syminoron. Will the Senator \ eld¢ The total amount of 
gross fee paid to this company, before taxes and befor nonreimbursa- 
bles, is less than 1 percent of the cost of the new heavy bomber at the 
time I left the Air Force, of one of thess heavy new bombers. 
Senator Jonnson. Mr. Chairman, I am interested in Senator Flan- 
rs’ statement. I og 
Senator FLANpERs. It is a question, not a statement. 
Senator JOHNSON. On page t of the report there is the following: 


want to know 


cle uess it is informatio1 he wants. 


The fees awarded ARQ, In for three contract periods total $178,474.50. 


Senator FLanpers. Thank vou 

Chairman SauronstatL. Now, Mr. Secretary, who is your next 
witness ¢ 

Secretary Tatsorr. I would like to have Mr. Sverdrup. 

Chairman Satronsratn. Would you come forward? The Chair 
will respectfully state that we will recess this part of the hearing at 
12:30 to return, if the committee pleases, at 2, and take up at that time 
some nominations we have got to take up and act on. 

Senator Symineton. Mr. Chairman, may I introduce General Sver- 
drup to the committee, and read a short statement / He is the one 
primarily taking the rap on all this. 

General Leif Sverdrup was born August 11, 1897, at Sulen, Nor- 
way. He came to the United States at the age of 16. 

He enlisted as a private in the United States Army in 1918. He 
served as an enlisted man until 1919, when he received a commission 
as a second lieutenant in the Field Artillery. 

He received much of his college education at Augsburg College, 
Minnesota. He graduated as an engineer from the University of 
Minnesota. 

After service with the Minnesota State Highway Department, 
Sverdrup took a post with the Missouri State Highway Department 
and rose through the ranks to become bridge engineer of the State 
highway department. 

In 1928 he founded the firm of Sverdrup & Parcel. 

His partner, Prof. John I. Parcel, taught at the University of 
Illinois and University of Minnesota. 

Parcel is the author of several standard engineering textbooks. 

Before the entrance of the United States into World War II as a 
civilian, General Sverdrup was engaged to lay out our ferry routes 
through the Pacific. Later these airfields became the United States 
air route through the war theaters of the South and Southwest Pacific. 

Sverdrup was appointed a colonel in the Army of the United States 
in May of 1942. He became a brigadier general in May of 1944, and 

major general in January of 1945. He served in the Southwest 


} 


Pacific under General MacArthur throughout the war. 


During this service General Sverdrup was awarded the Silver Star 


n 1942, the Purple Heart in 1943, the Distinguished Service Medal in 


19438. the Distinguished Service Cross in 1945, and the Legion of Merit 
in 1945. I think it is correct to say that he has received every high 
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medal but one the l h ted state can be LOW Upon a ‘ itizen tor oal 
untry on the field of battle beyond the call of duty. 

Sverdrup’ wounds were re elved when he was 15 years old. His 

oti t decoration, the Dis Inevulshed Service Cro was received when 
he wa 17. 

General Sv rdrup participated 1n six campalg! for which Battle 
st Wel iwarded. He was awarded the Bronz Arrowhead to! 
participating in the initial assault wave of the amphibian landing at 
Line iyen, Luzon, during the campaign to re apt ive the Philipp hes 

since 1947, General Sverd DD a erved a the commanding gen- 


eral of the 102d Infantry Division (Reserve) 
overdrup wa elected president of the Engineers’ Club of St. Loui 


In L945 he Was pres de nt ot the Ay ALIO! (Coun | ot Metropolit Ln 


In L949, Sverdrup Wa pre dent oft the Citizei , Road Association 
f Missout 


Since 1949, General Sverdrup ha been chairman of the Dbi-State 
Development Agency, an organization similar to the New York Port 
Authoi LY. This organization was establ hed by nterstate compact, 
ipproved by the leg latures of Mi SOUrL al ad [1] ( ind ratified by 


the Col eress of the United States. 

In 1950, Sve rdrup was awarded the outstanding a hievement medal 
f the University of Minnesota. 

In March of 1952, Sverdrup received the honor award for di 

neu ed service In enginee! 19 from the Unive ty of Missour! 

In May of 1952, Sverdrup was awarded the honorary degree doctor 
tT engineering by the School of Mines and Metallurgy of the Un1- 
versity of Missouri. 

General Sverdrup is a member of the board of directors of the First 
National Bank of St. Louis and is a director in various other major 
enterprises. He has served as consultant in various vital Govern 
ment activities connected with national defense 

\s of today Sverdrup serves as chairman of certain committees of 
onsultants to the Atomic Energy Commission who advise the Com 
misslon on phases of its activities. 

Since 1946 Sverdrup has been a member of the council of the execu 
ive board, Boy Scouts of America. 

In 1950 Sverdrup was selected as regional chairman of the Crusade 
for Freedom in the Midwestern area. 

A copy ot the record ot Gen. Leif Sverdrup, as prepared by the 
Adjutant General of the Army, is attached. 

It is my pleasure to introduce to this committee a great American. 

Chairman SaLronsTaLL, Thank you, Senator Symington. 

If there is no objection, a letter from Senator Thomas C. Hennin 
Jr., together with a statement will be placed in the record at this 
point. 

(The letter from Senator Thomas C. Hennin 
ment referred to are as follows:) 


xs, Jr., and the state- 


Hon. LEVERETT SALTONSTALL, 
Chairman, Senate Committee on Armed Services 
United States Senate, Washington a ¢ 
DEAR SENATOR SALTONSTALI In connection with the hearings on the ARO 


contract, I wish to submit the attached statement concerning Maj Gen. Leif J. 
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Sverdrup which I would appre t f corporated in the transcript of the 
hearing 
With best wishes, I am 


Sincerely yours, 
YHOMAS (, HENNINGS, Jr 


STATEMENT OF UNITED STATES SENATOR THOMAS C. HENNINGS, JR., CONCERNING 
MaJ. GEN. LEIF J. SVERDRU1 


I have known General Sverdrup for a good many years. He is one of Missouri’s 
most eminent citizens, having served the Army of the United States with great 


distinction during World War II For his valiant services in World War II, 
General Sverdrup was awarded many medals, including the Silver Star, the 
Purple Heart, the Distinguished Service Medal, the Distinguished Service Cross, 
and the Legion of Merit 


As : n, General Sverdrup has la long and distinguished career as an 
engineer. He isa member of the very well-known and successful firm of Sverdrup 
& Parcel, and has been chosen for his flice in numerous organizations, including 
the presidency of the Engineers’ Club of St. Louis, the Aviation Council of Metro- 
politan St. Louis, and the Citizens’ Road Association of Missouri, and chairman 
of the Bi-State Development Agency. He has been honored by the University of 
Minnesota and the University of Missouri, and last year was given the honorary 
degree, doctor of engin ng, by the University of Missouri. General Sverdrup 


is a director of numerous business enterprises, including the First National Bank 


I wish to say for the benefit of the members of the Armed Services Committee 
that General Sverdrup bears the highest reputation of integrity and fairness, in 
addition to his record of solid achievement in the many fields in which he has 
eut his service. I think that the United States Government would be most for- 
tunate in having his association in any manner in which he might choose to offer 
his services. I am sure that his management of the affairs of any corporation 
such as ARO would be for the benefit of the United States Government, as well 
as the immediate associates in the enterprise. 

I wish to make this statement in connection with the committee’s consideration 
concerning the termination or extension of the ARO contract for the operation of 
the Arnold Engineering Development Center in Tullahoma, Tenn. I do not have 
knowledge of the detailed facts concerning the ARO contract or the management 
of the development center in Tullahoma, but I wanted to make this statement 
about General Sverdrup for the benefit of the committee and in fairness to him. 


Chairman Sarronstautt. General, it is good to see you again. It 
seems to me we sat at the same table for quite a while last year. 

Mr. Sverprup. Yes, sir. 

Chairman Savronsraty. What have you to say on this contract? 


STATEMENT OF LEIF J. SVERDRUP, PRESIDENT, SVERDRUP & 
PARCEL, INC. 


Mr. Sverprur. Well, I am sorry I cannot start by saying that as of 
now [am happy to be her ; really, I am not. I do not like to be inves- 
tigated ill over. but I am very happy to have the Opportunity to be 


[ am president of the engineering firm of Sverdrup & Parcel, and 
also preside! { of A R¢ ). I) C., WHI h Is an abbre Viation for Arnold Re 
eal h Orgat ZaAt n. wh } SA WHOLLY ¢ vned subs diary of Sverdrup 


[ Lie ere fully prepared to | all matters pt rtaining to ARC ). 
I did not know that Sverdrup & Parcel also would come up. I think, 


however, I can answer most of the 


le questions on It. 

Sverdrup & Parcel happen to be designing some of the facilities at 
Tullahoma—not all. We are designing all of the technical facilities: 
I mean by that, the engine-test facility, the propulsion wind tunnel, 
and the gas-dynamic facilities. 
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Insofar as streets, roads, sewers, and some other things, they ire de 
signed by other engineers under the supervision of the Corps of Engi 
neers. Those engineers come from many States 

The desien of the Arnold Engineering Cel ter ha been by no means 
all of our work. Our firm does roughly between $100 million and 
$150 million worth of work a year. 

Insofar as ARO is concerned, it has 1 job, and 1 job only, and 
hat is to manage, operate, and maintain the Arnold Engineering 
‘enter. That contract we did not seek. It was recommended by the 
first commanding general of the Arnold Center, General Carroll, 
that we undertake the operation because we were familiar with the 


desion, havu o accomplished it, and because we felt that we could 


au oat 


transfer our personnel mn due course as the desion pha e was completed 
nd operation phase started, from our organization to ARO; and 
lso because part of our contract. was to test-run—in the test running 
of the equipment, the calibration of the equipment, and to train the 
pel onnel that was to operate it. 
His con lusion was that if you had 
have the people to train—he said, “W 
i 


Qur hrm was very reluctant to un 


o train them—and we do not 
nae 


{ 
hy don’t you operate 1t° 
ertake it for the s mple reason 


that we are engineers and our business is engineering, and to transfer 
our personnel to this would, of course. weaken the firm. It means 
that people who have been with us a great many years and who 


1 
} 


lave been part of our organization and that we trained for many 
vears would be lost to the firm. 

On the other hand, during these many years that we have been 

ssocliated with the development of this center, and which evoes back 

to June 1946, shortly after I got out of the service, I realized more 
and more the tremendous importance of this center, where we can 
test engines, airplanes, component parts, at practically any altitude 
and at speed conditions that I am not permitted to tell you, but 
certainly far in excess of the German V-2 during the war. It is 
a terrific problem. It is not anything you can go and buy on the 
counter like you do ordinary construction, like a house or a bridge 
or a tunnel. 

It is FvoiIng® way back to find out whether this will work or that 
will work In fields where man has not gone be fe re. Not only do we 
vel people from our own company, we have wone,. SO to speak, all over 
the world to get these people. 

We have people that we got from Germat \ after their s irrender: 
we have peopl we got from ey ol ind who were part of th ir researe h 


Oo 


organization. We have people we have gotten from the universities 
of this country, and in addition to that we have t up consulting 
panels with the greatest known scientists in this country who are 
advising on these problems, because the speed you go into and the 


problems you run into are not such that you can solve them just by 


ttine down and thinking about them. 


We ndertook to operat the cei er, ind to beg nh wv th. when we 
irst went into the contract. there certainly WW oth ne to operate. 
It is entirely different to undertake the operation of a center lke 
this than it is to operate, let us say, a munitions plant where every 
thing 1s pretty) well standard and known, because a oreat many ¢ I 
the people just were not available. We had to ret them and train 


them. 
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Our top people. =. but we lto take a great many recent gradu 
ites. mostly with master’s and doctor’s degrees, although some with 
ats elor’ cle vrees: the were p ed for tra 1g purposes W th the 
NACA. with certa \ir Force installations, Navy installations, and 
* ( ties that re mm that operation, and wel their training Was 
they were drav 

We « not go in and rob existing facilities that already are under 
manned, hi as al operated bv the Navy or the NAC A or by the 


\ foree, because all of them were hort of that type ot personnel, 
I will say that the cooperation we have had from the Air Force, 
the Navy. from the NACA, and from the universities has been 
very. verv fine. ww 
As S« ' wor SVInINLtol told you, he wi ted the lowest fee. l‘o 


mv knowledge. there is no lower fee in the law. It is not figured 
on a percentage basis. The reason the percentage crops up all the 
time 1 that people who audit the contract will themselves put M 
into a percentage so they may know w hether that percentage 1s In 


excess of the ceiling allowed. 
For instance, for engineering, straight engineering-architect, the 


maximum allowable 6 percent under the law: on research and 
deve pment it is 15 perce not 15 percent, f you please, of the esti- 
mated cost of the fac lity, but 15 percent of your cost, of your actual 
labor cost. 

lh s( yf ur as operations are concerned. we h ive never negotiated on 


a percentage basis. We have negotiated on a fee basis, on a lump- 
um basis, and, as has been stated, if that is overrun, our fee is not 
increased: it stavs that way. 

Chairman Sarronstaty. What are the sums for the last—— 

Mr. Sverprur. There have been three contracts, Mr. Chairman: 
the first contract was for 18 months, the gross fee of $23,000, that was 
in the organization period. 

We had. as you always have, nonallowables, and it was shown in the 
previous aoe last May our gross before taxes were some 516,000 
for that first 18-month period. I do not know what the taxes were. 
Whatever they were, we probably thought they were a lot higher than 
we wanted to pay, the same as every body else. : 

The second was with a 1-year operation with a fee of $95,000. 
That ended (October of 1952. 

Another contract was then entered into after the passage of this 
prohibited language for a period through March with a fee of 
$55,000, and again all fees I refer to are gross fees prior to non- 
allowables and prior to taxes. 

As to nonallowables, it does not mean that either the Air Force 
wr the General Accounting Office disallows them. They may or they 
may not. There are certain items that you yourself do not even sub 
mit because they are nonallowables and you know it. Those are dona- 
tions to the Red Cross, Community Chest, certain types of advertis- 
ing, interest on borrowed capital, and so forth, nonallowables. 

We set up the company with an initial capital of $100,000, and 
increased that later to $150,000. 

There are many ways in which you can finance a company. You 

an di ) it with common get or with common stoc lk, preferred stoe kk, 


with debentures, bonds, or borrowed money. Until we knew how 
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large this operation Was going to be, we preferred to have a fairly 
small amount of common stock. 
As I say, it is $150,000, and for any other funds needed, to borrow 
the money from the local banks. 
At the present time we have still $150,000. After 3 years of opera 
tion, there are roughly, $40,000 in surplus, and we owe the local banks 
me $200,000. Whether we at a later date will increase the apit liza 
tion and cut down the loans, I do not know. 
Suflice it to Say that we are financl go the entire operation, and 
that in the end is being reimbursed to us, and that the Air Force has 
done a very admirable ob nN? ‘mbursing, the fastest we h ive ky Own. 


In regard to the operating costs and | part cularly want to bring 
this out—the matter of salaries has been brought out Under this 
setup we have a ¢ issification of employees We h ive laborers. and 
then all the way from laborers up for maintenance purposes. After 


all, we have a great m iny miles of road to maintain, we have sewel 
water lines, electric lines, railroads, and so forth, where all the wages 
there are a matter of negotiation between the unions and ourselves. 
That is all covered with one union contract with a no-strike proviso. 

I think it is the American Federation of Labor contract and, as 
I recall it, some 11 unions are involved, where we have 1 bargaining 
ubit. So. so far as those wv ives ire concerned, that is a normal tand 
ard operating procedure that every company has 

We then come to the salaries ol others FOIL a | the wav up. a d 
each elas fi ition is set down, and we cannot exceed that class fi ition 
In other words, a1 el oineer clas ification, one, hi limit sso! ch, and 


oon all the way up, exactly the same way as you have in civil service. 
That has bee lh) worked out between the A l lor e and ARI ), 

For the top position there isa top alary. It we waht to pay more 
than that we have to pay it out of our fee. Furthermore, in the case 
of ny man who receives SLO.000 or more, we must submit all his 
abilities to the Air Force, and they go over them with us, and decide 
whether or not the man is the right man for the spot. Below $10,000 
we are ld by the class fi ation we have, and we have that opel wing 


freedom, which | ce rtainly think we should have, If vou have any 
responsibility you also should have l little authority. : 

As for operating costs, it 1s rather interesting to see that whil 
we pay a maximum salary of $50,000, the average cost per man is less 
than if you put civil service in because in the lower categories we 


pay less than they do. The average cost at the time I testified here 
in May was a little over $3,900 per man. At that time also a list 
was given you will find it here—of the salaries of all people of any 
importance on the projects, and they certainly are not excessive. 
Insofar as General Farrell is concerned, I would like to say tha 
we spent over 1 year looking for a man that we would take i 
managing director. We wanted a man of stature, of back 
General Farrell is a Reserve officer, the same as I am. He Wa ! 
World War I, went out and became a State engineer for the ereat 
State of New York, and went back in World War II]. His experienc 
and background and everything was very fine, and I was very happy 
when we agreed to take him. It took me quite a while to agree to sell 
him, and about all the fine testimony we have had about him today, 
I will not be surprised that somebody will steal him aw iv from us 


at twice the salarv we are paying him. 
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i 
would not come, mainly because they did not feel that the salary we 


could pay Was attractive enou oh or because they preferred to live 
where they were living. “At any rate, we made many investigations; 
1s a matter of fact, we made an offer to a gentleman who is in the 
room here today, and whom we would love to have. 


We approached a great many people who, for one reason or another, 


So we think that that salary for that type of work is very small if 
you want to look at it that way, because it is a terrific job. 
* There are some 1 thousand employees there now ranging from 
(sen i Farrel] down to the maintenance people. Some are still 
ther training status. We have as of the present time in operation 
two of the minor tunnels. One is a model for a transonic tunnel 
which you, Senator Kefauver, saw In operal lon. The purpose of that 
s any time vou build a wind tunnel it must be calibrate dl before vou 
know that it has any value; you must have it thoroughly calibrated 
before vou can de pe nd on its results. 

We are running our calibrations and our testing in the model of the 
unnel whicl , I might say, at a saving, according to the Air Force 


estimate, of. some $150,000 of what it would have cost if it would 
have been built by private contractors; it was built right in the shops 
t Tullahoma by the ARO } eople, designed by the ARO people, and 
put into operation. Already we are in a position where we have to 
do some testing in that tunnel because of the shortage of such facilities. 

The seco dl one to go 1nto operation is a small model, small tunnel 
of a so-called gas dynamies facility, which is . hypersonic facility. 

Divided, transonic is in the speed of sound, aes rsonic you go up 
tO » times the speed of sound, and hypersonic is 5 times above the 


peed of sound. 

This tunnel 1 vill operate in the low range of the hypersonic. It is 
being cali beatind. wound up now, and in May testing will start on a 
u led missile produced by the Bove: ard Hughes Co. 

Senator Hunt. Mr. Chairman, may I ask one brief question ? 

( hairman SALToNSTALL. Yes. 

Senator Hunr. Would you mind giving us some measurement of 
what you refer to as a small tunnel? 

Mr. Sverprur. The small tunnel there is 9 by 12 inches. The tran- 
sonic tunnel, which is now under > construction, will be 16 feet in dia- 
meter; the model tunnel is 12 inches. None of the very fast tunnels 
ire large. The largest one is 40 inches in diameter square, because 
it such terrific speed you do not have either the power or the ability 
to push it through larger openings. 

One of the most urgently needed facilities is the engine test facilities 
which are rapidly nearing completion, where we now are conducting 
shi enon operations, : nd expect to have it in operation toward the 
end of the year where we can test engines of any horsepower we can 

think of at the present time, and where we can ‘also at altitudes and 
ennubate ires that can be selected for that purpose, ranging from ter- 

fic low temperatures for the Arctic region to terrific high temper a- 
tures, which are necessary at the speeds you are flying, due to friction. 
Insofar, to give you an idea of what some of these problems are, as 
the supersonic leg of the propulsion wind tunnel, which will have a 
test chamber of 16 feet is concerned, there Westinghouse, based on the 
design of Sverdrup & Parcel, is building the largest compressor, 
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the largest moving prece of equip! ent. ever built. It takes 216,000 
horsepower to turn that compressor. 

Senator Syminoron. May I inte rrupt for a question ¢ 

Mr. Sverprup. Yes. 

Senator Symineron. That design of that largest moving unit ever 


built was made by Sverdrup & Parcel 4 

Mr. Sverprurv. Yes, sir. 

Sel or SymMinctron. At Westinghouse / 

Mr. SvER P. Yi Ss; unde the ipery on of the An - Force. 

Even so, t lower altitude yu test that, the greater horsepowe1 
vou need; the higher you eg ( ( » r you need. With 
h 1) rticulat piece of equipn nt we not oe cit nto sea level by 
uv me . ‘are still fairly oh, and it is so arranged that vou 
could bring it down approximately 10,000 feet nearer to the earth’ 
urface. That would increase the horsepower from 216,000 to about 
100,000 horsepower, and arrangeme made so that could be 
lone 

sine iat time, a Be it deal of work has been rong on to find 
other ways of doing that, and that is up for consideration right now, 
vhere \ e an use a wna throat { rather technical but if we 
o do, we cal ut the horsepower to o ( half 

Now, right there IS a Saving of over a hundred thousand horse 
power to turn, or you can bi ng it down to mue h lower altitudes or 
ve u tlk Increase the speed of your testing ap proximately Ll, times 
the sper | of ound ovel and ibove what 5 desig ned ror 16. 

Tha just an indication of that you are really walking along a 
path that has not been trod before, and that you are findine out 
thing is you go wonY. | io not mean to Ly that these “are the 
thi Oo that Sverdrup and Parcel] have worked out. Those are the 


things that have been worked out by the entire vrouyp. Everyone 
Is working on these problems, the Navy, the All Force, NACA, 
and what have you, and all the knowledge 1S pooled, and probably 
even if we completed that tunnel, even with that tomorrow, the next 
day, we would like to do something different, we all know that. 
Now, as for the operation, the charges have been made that this 


tii 


sa nest feathering, a gyp,a few othe 

Senator Symincron. W h: at was that, a what? 

Mr. Sverprur. A nest feathering, a gyp. 

Senator Syminaton. A gyp? 

Mr. Svervrur. A gyp; yes, sir; and that we had a pipeline to the 
Treasury. 

Gentlemen, when, after ne arly : a years of oper: ition, you have left 
some $42,000, after nonallowables and taxes, when I personally serve 
and have except for the first 9 months, served without any salary 
whatsoever, if that is an unconscionably large profit, I do not under- 
stand what constitutes a reasonable profit. 

Chairman Sarronstauy. Excuse me for interrupting you—— 

Mr. Sverprup. Yes, sir. 

Chairman SAuronsTaLL. Your statement will last, before question- 
ing, how much longer approximately 

Mr. Svervrur. About 3 or 4 minutes, sir. 

Chairman Savronstauu. All right; then complete it, please. 
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Mr. Sverprvup. It is further hard for me to understand that the 
contractor—I am now speaking of the ARO contracts that has been 
ealnetahy by 3 separate Secretaries of the Air Force and has been 

vestigated by 2 of them, by 3 separate Secretaries of Defense, and 
again investigated by 2 of them, can be so wrong, and why they should 
recommend again and again that it be continued if it is wrong. 

Naturally, a continual audit goes on by the Air Force. We can- 
not enter into, ARO cannot enter into, any subcontract without the 
approvi al of the Air Force. 

The General Accounting Office, of course, audits our accounts, like 
thev do anv aceounts of this nature, and we have not been told that 
we were bad. 

Therefore : it has been a very, very hard road for us. 

The first hearing we got was in this very body before the Appropri- 
ations Committee, and the Senate then voted not to insert that rider. 
We finally vot a hearing in the House the day before yesterday, and 
they voted to remove that rider. 

We are not at all we did not seek this contract, in the first place; 
we are not particularly happy about operating it. It is a drain on 
us, but we are engineers, and I would like to say that whether you are 
an engineer, a doctor, or a lawyer, your reputation is about all you 
have, and I do not propose to see mine destroyed. 

The work we are doing for the Air Force—now again, Sverdrup 
& Parcel—is a fair amount of what we are doing at the present time— 
W hat has be en during the vears a small part of our business. We did, 
by far, more work for private industry than we do for Government, 

1 | for oby lous reasons we have preferred it. 

Insofar as ARO is concerned, we intend to operate it as long as the 
Air Force are satisfied with the operation, and we hope that they will 
take it over themselves if they so can do. But we feel that, having 
gone this far, it is our duty to continue it, and the only reason that we 
said that if this is not passed in time that we are willing to operate it 
at a no-fee basis, as Sverdrup & Parcel, was or could be as an orderly 
turnover as possible because the property alone, we have some LO.OO0, 
and they must be turned over to somebody, and that is not done over- 
night, and we do not propose to do anything in a haphazard manner. 
That is all I have to say. 

Chairman SarronstaLi. Thank you, General. The committee has 
some matters to take up brie fly in executive session, so if there is no 
objection by any member of the committee we will recess this part of 
the hearing until a quarter past 2, and permit you to be questioned at 
that time. 

Senator Keravver. Mr. Chairman, may I ask this question before 
we recess? Is it the plan this afternoon to hear the other side of this 
matter and give Senator Gore an opportunity to be heard today § 

Senator Case. Mr. Chairman, are we recessing ere 2 or 2:15? 

Chairman SALTONSTALL. We will recess until 2:15 for te hearing 
on this ARO problem, and the Chair would say io Se nator Kef; vuver 
that so far as he is concerned the Chair is prepared to sit until 
o’cloc : anyhow, and if we can complete it this afternoon, the uae 
would hope that we ec a | do so. 

Senator Keravver. I just hoped that in order to have both positions 
before the committee and the public—we heard one side and we ought 
to hear the other this afternoon. 





Cha 
Senate 
put in 
first, a 
as we: 
the pe 

If t! 
betwee 
to fav 
comny 

The 
would 
that. 

(W) 
atZ: 


(Pr 
Hend 
ton. ) 

Cha 
eral Ss 
your t 

Mr. 

Cha 
comm 
Gener 
chanes 
hearir 
questi 

men 
hearin 
it wo 
after) 
I may 

Cha 
You d 

Sen 

Cha 

Sen 

Cha 
overal 
Parce 
are Co 


Mr. 
Che 
engin 
have t 
out th 


ARO, INC. 15 


Chairman Sauronsraun. That is right; and the Chair stated to 
Senator Gore that just as soon as the Air Force side of the case 1s 
put In, then the C hair believes that we should hear Senator Gore 
first, and let Senator Gore produce any witnesses that he wants, and, 
as we are now hearing the people in favor of the bill, then we 





Live people who a eer ; 

[f there is no objection, the Chair will leave on the committee table 
between 55 and 60 oe nae chan that have been received, all appearing 
to favor the enactment of the bill, and they will be retained in the 
committee files, and left on the table. 

Che committee will nov LO into executive session, and the chairman 
would appreciate it if we could clear the room so that we could do 
that. 

(Whereupon, at 12: 40 p. ™., the committee adjourned, to reconvene 
at 2: lo p. m., ol the same day.) 


AFTERNOON SESSION 


Present: Senators Saltonstall (chairman), presiding, Flanders, 
Hendrickson, Case, Cooper, Kefauver, Hunt, Stennis, and Syming 
ton.) . 

Chairman SaLronstraLh. The committee will come to order. Gen 
eral Sverdrup, will you take the chair, please. Now you had completed 
your testimony be fore po recess, had you not ¢ 

Mr. Sverprup. Yes, s 

Chairman Sarronstraun. The Chair will state to the members of the 
committee that if we can complet any questions that we will have of 
General Sverdrup by a quarter of 3. then we can aive senator Gore a 

hance to state his case this afternoon and try to complete the open 
hearings by 5 o’clock if we can. Senator Kefauver, have you any 
que tions? 

Senator Kerauvrr. Mr. Chairman, I think probably to expedite the 
hearings that General Sverdrup has made a very clear statement and 
t would be a whole lot more intelligent for me to ask him que tion 
ifter we have heard Senaton Gore, so lam just reserving the questions 
I may have at this time. 

Chairman SarTonstan.. Senator Smith, have you any questions 4 
You did not hear the testimony. 

Senator SMITH. No ' 

Chairman SaLTONSTALL. Senator Hendrickson 2 

Senator HENDRICKSCN. No questions at this point, Mr. Chairman. 

Chairman SALronstTatn. General, I isc np sim P rly hike. to ask this 
overall question. The affairs of your engineering firm, Sve rdrup & 
Parcel and the so-e alled payroll firm jaa hj S a separate corporation, 
are completely independent of each other ? 


STATEMENT OF LEIF J. SVERDRUP—Resumed 


Mr. Sverprur. Absolutely: ves, sir. 

Chairman SALTONSTALL. And I assume that as a member of that 
engineering firm you are receiving compensation or salary. It would 
hs ave to be salaries or fees from the construction job tl lat you are doing 
out there ? 


1694 Oe 4 
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Mr. Sverprup. Sir, we are not doing any construction job. That 

let out to various contractors by the Corps of Engineers. 

The only connection that Sverdrup & Parcel has with the ARO, 
Senator. is the engineering design and architectural design of all of 
the testing facilities. As far as the construction is concerned, the 
ictual building, that is handled t V the ¢ ‘orps of Engineers, some on 
yids. some on negotiated-contracts, depending upon the type of con- 


Chairman Savronstats. Then you do get engineering fees and 
rrenitect iral fees 
Mr. Sverprup. Yes, sir. 
Senator Savtonstan.t. And those are fees that you turn into your 
eer r firm of Sverdrup & Parcel ? 


Mir. Sverprup. Yes, sir: Sverdrup & Parcel 
Chairman Savronstauyi. As an officer and director of ARO you testi- 
fied this morning that you have taken no con ipensation from any of 
ree that that firm has taken since vou have had the contract. 


Mr. Sverprur. No, sir; I said except for the 9 months. For the 
irst 9 months I devoted practically all of my time to it, and I drew a 
lary at the rate of $10,000 a veal from ARO, but for the last 2 
ears and 3 months [ have drawn no salary. 

Chairman Savronsraty. Well, now, has any member of your engi- 
eering firm, any partner in your engineering firm, drawn any com- 
pensatiol from AR ()7% 

Mr. Sverprur. Yes, sir: two of the officers of Sverdrup & Parcel 
who also are officers of ARO. One is our counsel and secretary, and 
1e is also counsel and secretary for ARO and he draws $5,000 a year 
from that. 

The executive vice president and treasurer of Sverdrup & Parcel, 
Mr. Grant. also draws $5,000, being the treasurer and executive vice 
president of ARO. His salary from Sverdrup & Parcei is reduced 
n that same amount. 

Chairman Satronstatyi. And the total management fees under the 
three contracts in gross has amounted to approximately $170,000? 

Mr. Sverprup. That is correct, sir. 

Chairman Sarronsrauu. And after taxes and nonchargeable items, 
what is the net ? 

Mr. Sverprur. I would say at the end it would be probably about 
$42,000. The latest statement we have for tax purposes at the end of 
1e vear shows $31.232.53 as of December 31 
Chairman SauronstaLtL. How much capital is invested in ARO? 
Mr. Sverprup. We have at the present time $150,000 in common 
stock. We have also borrowed capital of $200,000. 

Chairman SALTONSTALL. So that you have bank loans or you have 
borrowed ec: ae : . 

Mr. Sverprup. Yes, s 

Chairman SavronstaLL. You have an equity of $150,000? 

Mr. Sverprup. Plus a surplus which is left in there. 

Chairman Satronsratu. And how much of that stock do vou own 
personally ¢ , 

Mr. Svervrurp. All of the stock is owned now by Sverdrup & Parcel. 
There are no outside stockhol lers exce pt for stoc khol lers que ilifying, 


directors’ qualifying shares. It is owned entirely bv Sverdrup & 
Parcel, Inc. ane) 
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( h urman SALTONSTALL. So that that debt of ARO Corp., while it 

3 a separate corporate entity is underwritten, you might say, by your 
him ¢ 

Mr. Sverprur. That is correct. 

Chairman SatronstTatL, And you have taken nothing out of ARO 
and company as to the first 9 months except the salaries you have 
sted ¢ 
Mr. Sverprur. That is the only thing. There have been no divi 
dend:s paid whatsoever, and there have been no bonuses paid what 


| 


soever, 
Chairman SauronsratnL. And you agree that that contract is renego 
tiable every year? 
Mr. Sverprurp. Oh, absolutely. 
Chairman SavronsraLtL. Or more? 
Mr. Sverprur. Absolutely; and it ear erminated any time at 
it plea ure of the Government. 
Chairman SALTONSTALL. Senator Symington, there were no que 


on by un members of the committee, and the Chair stated before 
you came in that he hoped that we might be finished v th the question 
of General Sverdrup by a quarter of » that we could put on 
Senator Gort Have y u any questions ¢ 
Senator SyMiINnGron. Yes: | have a few questions, Mr. Chairman. 
Chairman SavronstTautL. All right. vo ahead. 
Senator SyMINGTON. General Sverdrup. your operations t it 


true that you really have three methods of cost check, hamely the Au 
Force itself, the General Accounting Office, and renegotiation ¢ 

Mr. Sverprup. That is correct. 

Senator Symrneron, From the standpoint of your profit, and also 
from the standpoint of your efficiency, is that correct ¢ 

Mr. Sverprup. Yes, sir. 

Senator Symineron. Now do you agree that a cost-plus-fixed-fee 


contract is the only way that many businesses, especially small busi- 
nesses, can operate various types of war work without jeopardizing 
their entire working capital ? 

Mr. SVERDRUP. Yes, | think SO, Senator. Along with that it goes 


farther. There are certain contracts where there aren’t as many un 
knowns as there are in this one that it is impossible to arrive at a 
fixed amount. 

Senator Symirneron. Have your books been audited by the An 
Force ? 

Mr. Sverprur. They are continuously. 

Senator SymMinoton. Have they been audited DY the General A¢ 
counting Office ? 

Mr. Sverprup. Yes, sir. 

Senator Symineron. Have you had what might be construed a 
unusual auditing down there, in your ARO business ¢ 

Mr. Sverprup. Well, Senator, due to this investigation which has 
now been going on for a year, of course there has been more auditing 
than you normally would have; yes, sir, a great deal more. 

Senator Symineton. Have you felt that the auditing was beyond 
anvthing that you have ever had since you have been in business / 

Mr. Sverprtp. Well, it has been far more than we have ever had 
hecause we have never been investigated in this manner before. 

Senator Symineron. How Jong have you been in business / 
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Mr. Sverprur. Twenty-five years 

Senator SyMIncron. So in your 25 years’ experience you have never 
had this type of auditing check to the extent that this | has bee n. before 
n your life, is that correct ¢ 

Mr. Sverprur. That is correct. 

Senator Symineron. Have you felt that at times you were being 
persecuted ¢ 

Mr. Sverprup. Well, let me say I have been very unhappy about 


Senator Syminaron. Have you felt that somebody was out to get 
you! , 
~ Mr. Sverprur. Well, I have certainly wondered why these charges 
ere made and particularly in view of the fact that the original 
charges were made sever: al months before the report of the General 
Accounting Office came. 

Senator Symineton. Don’t you agree that all war is waste and if 
vou are rushing something to comp yletion with your soldiers, sailors 


airmen, fighting, dying, you have to take risks : ad go at things differ. 
ently when the country needs this wind tunnel as badly as you ex 
pressed this morning, to get better planes ? 


Mr. Sverprup. That is rather obvious. 


Senator Symincron. Isn't there some extra expense involved ? 
Mr. Sverprur. Always. Time will always cost money. 
Senator Syminetron. Is there anything illegal about the type of 


contract that you are now operating under ¢ 

Mr. Sverprup. There certainly is not. 

Senator Symineron. Do you know if the proper people in Govern 
ment have rendered a decision in that matter ? 

Mr. Sverprur. Yes, sir; they have. 

Senator Symineron. Who would you call the proper people i 
Grovernment 4 

Mr. Sverprup. In the first place, it has been gone over very thor 
oughly by the Department of the Air Force, by the legal department, 
and it has been gone over by the General Ac PeaNE Office, and nei 
ther one has reported anything slightly illegal about it. 

Senator Sy MINGTON, In other words, the ¢ rene ral Accounting Office 
might not agree that this was the best type contract you could have. 
I think they used the words “in general.” They y didn’t say it was a 
wrong contract. but that wou Idn't mean they i AC it Was an ille 
gal contract in any sense, would 1 

Mr. Sverprup. No: it would not. 

Senator Symineron. They would prefer wherever possible to see 
you ona fixed price contract. 

Mr. Sverprup. So would we, frankly. 

Senator SyMINGTON. So would vou. of course. But there are cases 
where it is difficult, if not impossible, to do that. 

Mr. Sverprup. That is correct. 

Senator Symineron. If that were true, the only way you could 
operate would be with a cost-plus-fixed-fee contract which the Gen 
ral Accounting Office says is entirely legal; is that correct ¢ 

Mr. Sverprur. Yes, sil 

Senator Syminecron. Now. do you agree with Secretary Talbott’s 
testimony that all the fuss about this relatively small contract, as ] 
mentioned this morning, the total OTOss fees paid this company, in 
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i Line onreimb ible i i taxe of t} { 
of the new big bomber when I left the Air ] » Vi 1g ut 
lt Tt 1) i | littl CO?! ri l Vel \ 
Y modern a rplane to hight Kot ¢ 

\[r. SVERDRUP. I wouldnt have any wavy of ude yr | l \ I 
i L\ that certainiv with cor ditiol A they ire now, we e hot 
expediting things 

Senator Syminetron. Well, | will rephrase my T on, because it 
i i. long time from tests of tl cha ter to produ , bul 
| ( 1] he Lt time WO t there n rt t of l { () ol 
Orie, mad alters illo! we W 1] Ot} ive i FTOOU eq pment on the 
ittlefields as we would ive 1T we vin t wia ircument about 
t littl contract. 

Mir. Sverprur. Yes 

Senator Symineron. You agree to that ? 

Mr. Sverprup. Yes, sir. 

Senator Symarinearon. Now. on the floor of the Cor ore twa tated 
if NI Leo. Who was pee il l tant to the Secretary of the \ 
Fore tor of public relation d I e from the Rrcorp 

J Hv 
( ( | | YD 
ARO I 520,000 a year 
Ic { correct statement 4 
Mi VERDRUP. No, sir: it yt 
= SymMINGTON. Wou vou ca \ \ ¢ 
\l SVERDRUI Mi Leo Ha Ol ( { LhRQO ne oil } ( 
H \ vith Sverdrup & Pat | Dec OT that \ ! 
not whe e left the Air Fores Sverdrup & Pare ifter moving 
ARO pei O eC] o'] Ilnhoma, as owned ! ector of adi tra 
n, fon | e felt he was very well q ( to stav until the 
pre ul orga illo it which time he i 3 l to Sverdl 
Pai ( noesst Loul ~ which he has since done. 
And Im oht say that 1f it had not been for all these investigati 
e Wol ld undoubtedly have been back with the parent onmipany l 
rreat deal ooner than he Was. He came With u Orie nally at a 


Liarv o1 817.500 a vear is opposed, T believe, to fiftee n point six he Wi 


PiaAKINS n Government, and his salary was later raised to $20,000, 
ind as I Say, he is now back in St. Louis with the parent company ol 
Which he is the vice president. 

| pel onally asked Steve Leo a vood many Cal avo to come 
Vith me, at the time when we were both 1h) Ni w Gruinea at H tl] mcdia. 
He Was serving ul der General Dunk] who Wa my roo imate. I re 
ported to | rh ind asked him it that time. “when t] l ver I would 
like very much to have you with us.” I was not able to get him, 
however, until 6 years later. 

Senator SymMinoron. Mr. Leo was a war veteran, too, then, was he? 

Mr. Sverprup. Yes, sir. 

Senator Symineron. What was his rank when he went in the serv 
na? 
Mr. SVERDRUP. | don’t know. He Was a capt 111 when I ky ew h 
Senator SYMINGTON. You met him in New (suinea, 1s that meht? 
Mr. Sverprup. Yes, sir. 
Senator Symineron. Now, Mr. Chairman, for the record and in 
direct reply to a misstatement of fact on the floor of the Congress 
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that Mr. Leo immediately resigned and almost immediately showed 


ip with the title of director of administration, | want to give the 
ruth. 
I left the Air Force April 1950 in protest when it was cut to 
eroups, and agreed to become Chairman of the National Security 


Resources Board, which put me on the National Security Council, 
where I could work for more defense strength. 

Mr. Leo left the Air Force about the time I did, which was April 
1950, and all during that summer and fall we worked together to 
try to get a petter picture On Various aspects ot mobilization, pri 


\fter the Chinese crossed the Yalu, this country woke up to the 
t it had better start moving. Mr. Truman then brought C. E. 


\ son of General Electric down here as Director of the Office of 
Def e Mobilization That about ended my work. 

l had no further authority in Government except as a staff mem 
ber ot the adi Wnistratior Shortly thereafte Mr. Leo came to me 
ind for the first time told me. I think in December 1950, many months 
ifter he had left the Air Force, that he would like to go into private 


bus Iie Mi Leo had 1 ood war record: a ne fe nnd children 
I think it was entirely in order that he seek to make a living in private 
dustry after his Government job had dried up. 
I ] sorry to take SO Th ih time, but people’s character and repu 


tatiol ire at st ike ] de} vn ost sincerely to the best of my ability 
) in any way had anything to do with Aro, Inc.. before 
ft the Air Force. lo the best of my knowledge he had abso 
v nothing to do with it whatever. nor did he go from the Ait 
Force directly to ARO at all Am I correct as vou understand it 
General Sverdrup ? 

Mr. Sverprup. Yes, sir 

Senator Symineton. Did Mr. Leo have anvthing to do with these 
contracts in any way whatever ? 

Mr. Sverprup. Not in the slightest. 

Senator Symineron. Now, Mr. Chairman, when a man has served 
iis country well as a soldier and well in Government, I think it fair 
that he be allowed to look for a job outside in private industry if, 


as a result of an administrative decision, his job inside of Government 
has been. 1! effect. W ished out. steve Leo. who is my friend and 2 
fine man. is not the kind of person who would want to sit on a useless 


I would like tO have A letter read into the rec ord here because Mr. 
Leo at my request came into the Air Force. Without going into too 


much detail, at one time he was administrative assistant to Governor! 
mo ll. of Maine, and Gove or Sewall told Secretary Patterson that 
| o}it » f M Li »>he (Sev il} ) woul | ot oO } to the 
Government in Germany unless Secretary Patterson agreed to let 
) ec I think you know Governor Sewall, Mr. 
Chaim I think he was Governor of Maine when vou were Gov 
el] rof Ma set ee V< cow whom I am t king about 


\\ id a lot of problems in the Air Force. I asked General Clay 
Leo, which he would not do. The only way I got him back 

Ol {ir Force w nstructiol from Secretary Patterson to Gen- 
eral ( \ I would now like to make a part of this record a letter 





from G 
and P: 
DEAR 
or 6 yea 
ment 10 
him in 
adminis 
of high 
an exec 
Ns 


Mr. 
body { 
proves 
found. 

I em 
the fac 
to run 
Mr. Le 

Now 
said th 
CONTA 
duty, ( 
ately l 
These 
by the 
"Gen 
roll re 

Mr. 
Or aly 

sen: 
today ¢ 

Mr. 

meni: 

Mr. 

sen: 
the Co 

Mr. 
he wel 
homa. 

sen 

rel 
sen: 
Gore ¢ 
sen: 
of Jul 

Cha 
Chair 
throug 
aftern 
tor Ci 


wen: 
tingu 
made 


made | 


from Gen. Lucius ¢ lay Lo May}. Gen. L, J: weve 
and Parcel, This letter comes from Gener: 


Dear JACK: In response to your inquiry, I have 
6 year During a part of this period he was my 
Thiet Gel i Sel hg or of one of o I 
i ] : I Lie highly ‘ 
1 I ( et Ve I | I ( 
[ eh liber, pi ng b ‘ i question t 
: d ery 
» erel youl 


i that General Carroll of the Air Fores prot 


contract: a l that as a result he received an 


il Clay to Sverdrup 
known Steve Leo now for 
( ie in itary govern 
ij ae} I el I nee 
hie ( l ‘ LDleé 
nT erfoy 
i¢ ( al 
i nad 
Luci S Cy 
il ¢ I know of ne 
La ie ( ana thinl 
| Mr. Leo \ it 
( i ( | ] ( 
You do ne eda P 1) 
iit General ¢ \ a 
) OT ( Cr re t wa 


duty, ordering him to return to Washingeto 


Mir. Sverprup. No, sir. 
Or ali ovner time. LI <I ll] Genel il Carre 

Senator Syminetron. Hi still with the 
today 


Mr. Sverprt p, Yes. sir 


rup, head of Sverdruy 


ier reieving 
1 that } 


, ANG Lhabl he 


m iron 


immedi 


) private employment 


Senator SyMinGcron. He never has resigned f)1 the Air Force / 


Mr. Sverprur. No, si 


Senator SymMinoron. But this previo 


a went mn eq itely atte e 1h) ated 1) 
hon l 
SsFenAvwcol [io PER Wi } | tne se wor viel 
SS itor SYMING' | be o tO. * 


(Crore ¢ 


Net! tor SyMINGTON. I was q 

f ( 
OT Ju ) 

( it “sA\l N’ < rl] So) { ( He] 
( I no} i ] ) My 
1 re ) ) oO rt ator ty 

= i 

iit ( i ( ci ! 
tor Gro} a \ Lcie 

= ( ite SYM ( \ | ‘ | 
Til l ( ( i 

{] ) { ( 

made | 1) } Ws } 


( l l Vel 

tour of duty 
( 

O 


! iere 
( 
1weaLATeLY 
r Force 
floor of 

( 








a ARO IN( 

Senator Coorrr. Yes. There is a conflict in what you said about 
him leaving the Army and the statement which is left here by Senator 
Gore which s 1Vs he was trans ferred to the Human Research Institute. 


Senator Syminoron. Well, there is no conflict, because Iam reading 
1 \ batim statement from the Record. 

Senator Krrauver. Senator Symington, what statement were you 
reading ? ; 

Senator Syminecron. I was reading a statement made by a former 
Senator from Missouri 

Senator Kerauver. The inference was I thou; 


ht Senator Gore made 
the statement. 

Senator SymunerTon. I said on the floor of the Congress. 

Senator Krerauver. Senator Gere was in the House at that time. 


Senator Syminetron. Well, is the Senate part of the Congress 4 


Senator Krerauver. Of course it is, but in ordinary parlance we 
iv that on 

Senator Symineron. Albert. if T may ask you, if anything comes up 
that vou think in anyway I have made a misinterpretation on, I 
would appre ate youl clearing it up, and I would be very happy to 
, 
iv *c)7 i¢ 


Senator Gore. That’s all right: I knew frem whom you were 


Senator SymMInGcToON. Does that answer vou question / 

Senator Kerauver. Yes. I just thought the inference was left you 
vere quot r from Senator Gore. 

Senator Syminctron. I was not, and I think you can see the reason 
I did not use the name of the gentleman who made the statement. 
Now the question has come up about General Carroll opposing the 
fee. Wouldn’t it be normal for any person who is trying to arrive at 
the fee for the Air Force to start at a low fivure. instead of ata high 
figure? Isn’t that part of any trading? 

Mr. Sverprur. Well, Senator, some people look at it that way. I 
think in a contract like this it is just as well that vou rather do it 
on a basis that you think is realistic. I do know while I have never 
heard it in testimony, it was in the report to the General Accounting 
Office that it is true, of course, that General Carroll suggested a fee 
of $25,000 rather than $95,000, which was agreed on, but also when 
the General Accounting Office—which you can find in their report— 
asked him about it said well, he didn’t think that was a correct fee, 
but when you are trying to buy a horse you don’t give the man your 
best price at once, 

In other words, by the same token he also stated that while he 
talked of an operatil o cost of a million and a half, he thought that 
two and a half million was probably more realistic, all of which you 
will find in the General Accounting report, so the fee that was agreed 
upon we certainly thought was realistic, and the $25,000 wasn’t taken 
seriously by anyone, because it would be less than our actual nonal- 
lowables. 

Senator Symrneton. In other words, if you had taken the contract 
at the figure originally suggested by General Carroll because of non- 
reimbursables or, as you say, nonallowables, you would actually have 
operated at a cash loss. 

Mr. Sverprue. That is right. 

Senator Symineron. Is that correct ? 
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Mr. Sverprur. That is correct. 

Senator Syminetron. Now the question of an inspector general’s 
report. You have been, for a great many years, in the Army, in the 
Military Establishment. Would you care to comment on an inspec 
tor general’s report ¢ 

Mr. SVERDRUP. Inspector general’s re ports, sir. are made to who 
ever they are reporting to, and it is a classified instrument that cannot 
be divulged except to that person reported to. 

Senator Symineton. From what I know, an inspector general’s 
report generally is extremely critical. They are supposed not to find 
what is good but to find what is wrong. Will vou aeree with that? 

Mr. SVERDRUP. Well, it varies with Inspector veneral, I would Say 
reneral should look with a eritical eve, but also 


should be constructive. and A cood many of them are, Suggesl ne how 


that 2ood Inspectors g 
to do this right and inspecting and criticizing for the betterment of 
the service. That is the way good inspectors general should work 

Senator Symineron. Now the question has come up about the 
amount of the fee in its relation to the amount invested. Would you 
care to comment on that ? 

Mr. SVERDRUP. Yes. sIr. In the fil st place, if ha alway “ been st ited 
that the capital is $150,000. I tried time and again to point out that 
as far as we are concerned there are other sources than common stock. 
That is a method that is left very much to the individual firm, how 
they want to finance. Some do it entirely by COMMON stor k. some 
do it by common stock, preferred stock, bonds, debentures or notes. 

We decided in this case that we wanted to have a rather nominal 
amount of common stock and, rather borrow funds from the bank, 
and they show it as capital as far as we are concerned. Any banke1 
W l] show vou that Is part of youl capital, anal we cid borrow such 
funds. As a matter of fact we have a line of credit to the bank in 
Tennessee of BHOO O00, We at the present time owe $200,000. 

It is quite possible at some later date instead of continuing to do 
that. we may i crease our capitalization, or do both. On the othe 
hand, our operation there is sort of in a twilight zone between a 
professional and semiprofessional and nonprofessional, You have 
a great part of t that 1s ab olutely professional, and we have neve! 
been used to measuring that based on the capital vou have in. 


By the same token I think if you have a contractor build a house 


ior you on a cost plus i-fee basis, vou allow him a fee based on the 
mag tude of the operation he Ss un lertakn y, ANC | don't know i] 
any of you ever asked him how much « pital he had before he started 
| d hg 

Chairman SarronstraLn. General, if the Senator wall \ ld, yours 


was primarily a service corporation. 
Mr. Sverprup. That is correct. 
Chairman Sauronsratt. And as such all the capital that it needed 


, ; it : 
eithe n the form of loans or Tre¢ apital \ enough to carry vo 
7 ! j } sat 
pnavroll until vou were reimbursed. vour otlice expenses, and t! y 
of that character. You erent going t put inv capital improve 


ments vourself for what I would call a service orporatiol 


Mr. Sverprur. That is correct 
Senator KEFAUVER The nTerest ¢ thre if ) . = t] ita nondedret ble 


/ 








Mr. Sverprur. A nonallowable item. In other words, any interest M 
pay for bank loans, Senator, cannot be reimbursed to us by the 
. June 

: ; Janu: 
enator Kerauver. How much did that amount to? School 


Mr. Sverprur. At the present time we are paying 314 percent on quarter 


g 
$200,000. That would be around $7,000 a ve: As operations grow, Dece 
} | { : +t ‘ borr ; Materi 
why either you pt more of vou own capital in or you borrow more, Sant, 
Senator Syminaton. Now there has been consistent talk that Gen- Janu 


eral Carroll was disciplined because he did not agree with your fee. Air Ma 
Would vou care to com ent on that ? ; June 

Mr. Sverprur. No, sir; I don’t think that is proper for me to rang 
‘comment on. He n oflicer of the Air Force and the why and Augu 


herefores I don'tthn k IT should comment on. of the / 
Senator Symineron. Mr. Chairman, I would like at this point to Octol 

; s : Octol 

Pate t the S«¢ ‘retary ott ( \ ng Koy PTO OLVeE n deta. for the record, Cle 
en ; Kn ts ; 1 Janu: 
details with respect to G eral Carrol tra rer, re Snavion RAN Air Ma 
In’t resigon—but the vet Much of this false information 1s In Chief 0 
the Senate hearings of this summer. Now I would like to have the Septe 
a Chief o1 

trut of that put it this place in the record. Develo] 
(Chairman SALTONSTALI Witho t objection, the ( hai will ask the Nove) 
secretary of the \ * For e to direct etter to n ais ne the details Develo] 
if General Carroll’s history as an Air oflicer over the last 10 years July 


ment Ce 


Secretary Tatrorr. That will be prepared in mediately. Febri 
The document referred to is as follows:) Univers 


DEPARTMENT OF THE AIR FORCE, Sen; 
OFFICE OF THE SECRETARY, s a 
washington. March 27, 1953. “wep 

serted 


i man, Committee on Armed Service you Ca 
United States Senate. Mr. 
D : Mr. CHAIRMAN: In accordance with your request, I have inquired into furnis| 
re ms why Maj. Ge ‘ ‘ul was ti sferred from his assig e} 
' nn [a } Cnr Ar red I nh l SI hnment timeofl 
it AEDC to become Director of the Human Resources Research Institute at r 
. . . hi ecor 
Maxwell Air Force Base, Ala. Also, pursuant to your request, I am attaching Cor 
the recent military background of General Carroll Ings be 
I find nothing unusual in this routine change of assignment, for the facts are right a 
is follows One. 


(1) AEDC is part of the Air Research and Development Command. The Fo 
orce s 


ynmanding general of ARDC had known General Carroll for 27 years and was 
ve nd of him, respected his ability and technical background He felt that corpor 
he needed General Car: s technical assistance at ARDC Headquarters. As lenne 
AEDC project was getting along well, he therefore arranged for General of Ten 
( ll’s transfer to headquarters as his special technical adviser 5 peres 
At about the time the transfer was being arranged, an opening developed bane -« 
f lajor general to head up the newly organized Human Resources Research his 
Institute. General Carr« discussed with the commanding general, ARDC, a seco 
ssible reassignment t e re ch institute Even though General Carroll's with t] 
retirement was not far off, it was with cor siderable reluctance that the com- an ent: 
mandin eneral, ARD¢ reed to let General Carroll make his own decision » 
is to Clie or assignment etween these two je bs General Carroll chose to cost ol 
become the Director of the Human Resources Research Institute. 1 fu 
I I sure you that General Carroll’s change in assignment had nothing to ino—a 
lo with any of ARO or AEDC problems. Moreover, the Air Force has recently never 
been commended by a board of distinguished visitors to the Air University for 
the selection of General Carroll to head up this most important and newly the por 
leveloped field pertaining to human research because of his research and technical be part 


ackground part o1 
Sincerely yours, to anot 


lutelv ; 
we sho 


H. KE. TAtsorrt., 





Miirary Assign M1 F Mas. Gen. Frank Carrow SI UNE 1940 


June 1940: Chief, Experimental Engineering S« on, Wright I 

Janus 1945: Given additional duty as commandant of the AAI Engineering 
School at Dayton, Ohio: assigned to Far Bustern Ait el e Command lead- 
quarters for temporary duty on the Air Evaluation B 

LD eln I 1945 \s ned to he Office o thie \ l uit Cmniel ol \ir Stall, 
Materiel t PACUSA Headquarters 

septe er 1946: Commanding General, Pacit Air Service Comman 

J al 1947 \ tant to the Deputy Commanding General for Engineering, 
\ M ( i Col nd 

June 1947 \ssigned to the Office of the As tant Chief of Air Staff, Materiel, 
Air Forces Headquarters, where he also served as representative on the Na 
t ‘ Iny tors Council 

August 1947: Deputy Chief of the Research and Engineering Division, Oftice 


of the Assistant Chief of Air Staff for Materiel 
October 1947: Director of Research and Development of Air Materiel Command, 
October 1949: Deputy Chief of Staff, Materiel, Air Force Headquart: 
Januar mi ing General, Air Engineering Development Division, 
Air Materiel ¢ d, with additional duty as special istaunt to the Deputy 


Sept r l8o0: Assigned additional duty as special assistant to the Deputy 
C} of ff for Deve ynent and Commanding General of the Air Engineering 
| I) I 

N 1! I ferred Cu he lenn., with e Air |] neering 
Deve 1) 

l 1951 | Division was redesigniate the \y ld I ering Dev y 

‘ ( ( ( eta ng comm | 


Senator SymMineron. There has been talk about the fact that your 
compa Vy was anxious to get a profit on pov er COSTS. 1 t Was a 
ted Olive Hou | lorget whi h ind adel | cil ie her, Would 


ou care to comment ol that ? 


Mr. Sverprup. Yes, sir; I would like to very much. The power is 


‘urnished in Tullahoma by the ‘Tennessee Valley \uthority. At the 
eof om her faulty, 1 might comment, stenographic 
record was kept of it, which has been used in part 1m the previous hear- 
ines before the \ppropriations Committee of the Senate. I insisted 
right along on two things. 
One. that ARO, as wh, should not buy the power, that the Air 


Force should buy it. The reason for that is that in case we asa private 


otiation ara 


co 


corporation purchased the power, we are charged 5 percent by the 
lenne ee Valley Authority, which they In turn t { 
of ‘Tennessee leu of taxes, whereas if the Governm«e DUYS 1f, that 


percent 1s not paid, 


urn over to the State 


1} beINng a Government operation, It she ild hot be pa l. 

pec lly. I insist <i that the cost of the powel he ld be included 
wit] the cost of op rating the center he ise if you do not, you have 
in entirely false picture of the operat hea cost. That is part of the 
cost of operating. 

1 furthermore stated, as the hearings show, that we were not ask 
Ing and I am quoting oly, percent or any percent on that. I have 
never claimed that we should have considered for our fee the cost of 


the power, but have ilways In) isted that the cost of the power should 
be part Oo] the operating costs and should be so refle ted, because it 1s 
part of It. ind just because it 1s paid for by one Government agency 
to anothei does not mean you are vetting it for nothing. It abso 
lutelv a charge to the operation and should be so considered, but that 


we should get a fee for it; no. 
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We are reimbursed for our cost in it because actually the only 
thing the Government does is to write a check for it. We are the ones 
who schedule the power, when it goes on, when it goes off. We are 
the ones who translate that into what it costs, and that is turned over 
to the Air Force who in turn pay the Tennessee Valley directly. 

Senator SyMincron. In other words, you felt that you had a right 
to get back the cost of the power. 

Mr. Sverprur. Certainly. 

Senator Symrneton. General Sverdrup, why did you remove Mr. 
Leo from ARO? 

Mr. Sverprurp. I never did remove him. He was sent down to do 
a temporary job for ARO, and when that was completed, he was 

oht back to the parent organization of Sverdrup & Parcel. He 
was on loan to ARQ, and we were more than happy to get him back 
again. His duties were taken over by Mr. Gaynor, who is now per- 


’ 
prou 


forming the same duties. 

Senator Symineron. Have you read the report of the General 
Accounting oflicer ? 

Mr. Sverprur. Yes, sir. 

Senator Symineron. Do you feel in that report that there is any 
th ng that attacks the nn Cegrity ot youl organization / 

Mr. Sverprup. No, sir: I don't. 

Senator Symrneron. Do you think there is anything in the report 
unusual with respect to a report from GAQ, with respect Lo your 
performance / 

Mr. Sverprup. No, sir: I do not. 

Senator Symineron. Do you think it was a normal General Ac 
counting officer report about a normal business venture ? 

Mr. Sverprur. Well, I would so assume, Senator. I haven’t seen 
very many of these reports, but to me it would seem that way. 

Senator Symincron. Now some time back you and I talked about 
the fact you were going to build a big development, to cost hundreds 
of millions ultimately, and that in order to have a structure, like a 
big apartment house for example, you had to dig a big hole for 
foundation. 

At that time you expressed regret because you felt you were being 
attacked just at the time you had the hole at its deepest before any 
results started to show. Do you feel that way still ? 

Mr. Sverprur. Yes: I do, Senator. 

Senator Symineron. Would you care to discuss that ? 

Mr. Svervrvr. It just takes quite a considerable length of time to 

, 


take a center like this and get into full operation. It is a pretty try 
ing period for all the people that you have working for you. 

They are all anxious to get going, they are all anxious to get all 
{| tunnels running and ull the eng ne test facilities cong. It natur- 
il ] t take time 

They have to 1 Wn, they have to do little things. and that is a 
Walt op od when it is the hardest to keep the morale up, to keep 
them on their toes, so t« 1¢ ak, SO th ul W hen vou really vet going in 


that thev are doing their best 
Senator Symincron. Now there were two points in the testimony 
the louse by Mr. Gardner who, as I understand it, is an assistant 
to the Secretary of the Air Force, which worried me a bit. One was 
al ered t l rl That was your desire not to leave the Air 
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lorce in the lurch and be in a position to handle your property ac 
counts, so you agreed to carry on for a while until decision is made. 
The other was a statement by Mr. Gardner that neither he nor the 
Secretary had any relationship with Mr. Leo, and therefore presum 
“a bly none with you Loo. 

Do vou know if that was an implied criticism of you or Mr. Leo 
or any of the operations down there, in the testimony of Mr. Gardner? 

Mir. Sverproup. I didn’t hear that part of the testimony in relation 
LO me. 

senator SYMINGTON. l read if vesterdayv. 

Mr. Sverprur. | only met Mr. Gardner a ouple of times 

Senator Symincron. Mr. Chairman, may I ask that for the record 


the Secretary of the Air Force, o1 at his discretion his as stant, put 
i. letter into the record at this point stating whether his testimony of 
yesterday) about the newness of the new team. in anv wav wa \ eC} { 

m of General Sverdrup or Mr. Leo / 

When I read the testimony lL felt it might be so construed, when 
I LW if vesterday. I would like to have that cleared up 

Chairman SALTONSTALL. Senator Syvmineton, the Chair will state 


that Mr. Talbott is right here, and it seems that he can answer that 
quest on “ves” or* “ho. 

Senator Kerauver. Mr. Gardner will be on the stand. 

Senator Syminecron. [ agree with Senator Kefauver. Perhaps 
ser retary rz albott would like to answer it. 

Secretary Tatsorr. Mr. Gardner is right here. 

Chairn an SALTONSTALL. Mr. Grardner, could vou answer Senator 
S\ mington’s question “ves” or “no”? 

Mr. GARDNER. There was no element of criticism meant or implied 
In my statement ot vesterday, criticism of Leo. 

Chairman SavronstaLL. Thank you. 

Senator Symincron. One more question, General Sverdrup. Off 
and on since you came to this country, as a private in the First World 
War.ah ighly decorated gweneral in the Second World War. you have 
been working for your country. ‘There seems to be some implication 
here that you are trying to get a favored position with the Govern 
ment as a result of this contract. 

I am correct, am I not, that especi: Illy the way business is currently 
you could make far more money if you took these people out of AR ) 
and put them on other work in private industry. Is that correct ¢ 

Mr. Sverprur. It certainly is, and I think that probably the best 
indication of that is General Doolittle also testified before the Ap 
propriations oe last summer in which he entirely concurred 
with that viewpoint, ; id sti wee that in his Oplnon the fee was a great 
deal lower than he aan in private industry. 

Senator Symineatron. Is it fair to say that, in order to accede to 
the wishes of the Secretary of the Air Force and others, who realize 
what it would mean to have your fine organization broken up, and 
with a war going on in that part of the world where you once fought 
so ably, you have agreed to continue with this until some decision is 
made, at heavy cost to yourself and your company. Is that a fair 
statement ¢ 

Mr. Sverprup. I think that is our duty, Senator. We can’t just 
drop the ball lke that. 

Senator SymineTton. No further questions, Mr. Chairman. 
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Chairman SALronstaLL, Thank you, Senator Symington. Senatoi 
Cooper, have you any questions ¢ 

Senator Cooper. No, sir. 

Chairman SaLronstaLL. Thank you, General. 

Mr. Talbott, have you al ybody else that you believe could add to 
the information that is already in the hands of the committee as to 
why this bill should be adopted, because 1f you have not, hen the 
Chair was going to ask Senator Gore to speak. 

Secretary Tatsorr. We have Mr. Gardner here, but his testimony 
was gliven before the House Committee, and the testimony is available, 
unless there is some question that some member of this committee 
would like to ask Mr. Gardner. 

Chairman Sauronstatyt. Has Mr. Gardner a prepared statement ‘ 

Mr. GArpNerR. There is a prepared statement submitted. 

Chairman Sarronsraun. Then if there is no objection, if Mr. Gard 
ner will give each member of the committee a copy of the prepared 
statement, we will put the prepared statement in the record at this 
point. 

Senator Krrauver. And let Mr. Gardner stay here in case some 
quest ons have to be asked him. 

(The prepared statement submitted by Mr. Trevor Gardner is as 


follows:) 


Sra MENT OF TREVOR GARDNER, SpecIAL ASSISTAN O THE SECRETARY OF TH! 


AIR Force ror RESEARCH AND DEVELOPMENT 


Mr. Chairman, my first assignment in the Air Force has been to review for 
Secretary Talbott the management of the Arnold Engineering Development 
Center and thé method by which the Air Force hopes to operate this center. The 
f tl statement is to give this committee the results of this review and 


purpose of 
to furthe! present the views of the Air Force on this subject 


ISTORY AND BACKGROUND 


} Arnold Engineerin Development Center was authorized by an act of 
Congress, Public Law 415, approved October 27, 1949. Since that date, it has been 
er construction at Tullahoma, Tenn : 
i enter is part of a master unitary wind-tunnel plan which is designed 
de the testing “tools” required to assure the United States of continued 
supremacy Che Arnold Engineering Development Center will provide sorely 
needed facilities for development testing and evaluation of aircraft, missiles, and 
propulsion systems in f] ransonic, supersonic, and hypersonic range 
lhe necessity for an aeronautical test center of this type is recognized by a 
variety of different agencies of the Government, as well as by expert technical 
groucs from the industrial and scientific worids It ill be recalled that both 
the President’s Air Policy Commission and the Congressional Aviation Policy 


} 


Board urged prompt and continuing attention to the creation of research and 
testing facilities which would enable the United States to stay abreast of develop 
ments in this f t-moving feld 

The Department of Defense appropriation bill for fiscal year 1953 contains a 
proviso to that section of the bill dealing with Air Force research and development 
appropriations, which prohibits the Air Force from making any payments out of 
such appropriated funds to ARO, Ine.—the corporation operating the Arnold 
Engineering Development Center. This proviso was inserted into the fiscal year 
153 military appropriations bil 
result of congressional criticism of the Air Force for its decision to have the 
| operated by this particular contractor under a cost-plus 
fixed-fee contract. The Department of the Air Force requests that the Congress 


favorahb 


| during the last days of the 82d Congress as a 
ce ter managed an 


le consideration to the removal of this restrictive proviso 
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PRESENT STATUS OF PROJECT 











At the present time, $169,500,000 has been a ithorize d appropriated for 
the design and construction of this facilit Che center isists of three princi 
pal test facilities: the gas-dynamics facility, the engine-test facility, and the 
propulsion wind tunnel plus essential supporting utiliti Che first of these 
fa ties, the ¢ ne-test facility, will be ready fo alibration in September 1953 
rhe ARO, Inc., contract for the operation of tl facility has been in force sinee 
April 22, 1950 

When the center is completed, it will represent a national asset for the develop 
ment of basie data and technical coi isions in the fields mentioned Inasmuch 

tl dqdata mi alter the e! e cou ‘ progres in these heids, it S vital 
that the quality be the best obtainable Ka eparate te acility represents a 
pioneering effort in the fields of mechanical and electrical engineerin It may 
we of interest for the committee to know that the motors, compressors, and 
dynamou . e tl st ever designed and constructed st every 

mponent of the tur is We s the nine th sely i this high 
degree of difficulty development area lor these reasons, it has been necessary 
recruit the best quality technical and scientific personnel available in the 
nd have them on the site being trained and to a st with the solution 
of the applications problems related to this complex equipment 
RESULTS OF REVIEW 
Ir us to 1 independent review and study of this problem, a number of 
more detailed evaluations had been made These are 
IKAB report, dated December 24, 1952 
2. GAO report, dated June 27, 195 
spector General's report, dated December 19, 1952 

Che Industry and Educational Advisory | rd reiterated its previously ex 
pressed opinion that it is in accord with the Air Force policy of operating the 
ARDC through the medium of a private contractor and in the progress made by 
ARO, In o date The GAO report stated that the key Air Force and contractor 
personnel have been mot ited no other consideration than a d re to accom 
p the best operating program for the Air Force [ own study of this 
roble1 | have found nothil which would ¢ id col l ! Our 

\ l ( I CLOI ene! repo! Wi t eell h the al Ve pointer 
nte lon ’ deficie ep f the Air Force and thie 
These have nee been ¢ I ( I irs i ‘ prot ‘ hei 
i I did 1 ‘ I n ‘ ne he th \it ree or 
( tractor personnel to quickly comply with suggestio1 hich would increase 
| el or econon of the operation 

| \ ippre¢ by the « nd ( d t 
T TT ( I ‘ \pp | l I tl t 
Dp ems roughout the en e organ tior Both the contractor and the Air 
Force are anxious to begin a program of rebuildi: the mora of tl mportant 
rou] : J hiv skilled technical peop i nas the trictive proviso i 
removed At that tim ilso, it should be p ¢ reduce the cos f the 
| ce the Air Force has nece I had to provide r some duplication 
( pel nn n the eve t not hy le With AAO ] nd Mare] 1 

As Secretary Talbott has told you, be } ind I have y ted the J homa 

nd have reviewed w h the A I e and i co 1 el ric 

ects the programs and the efficien of the pera ! My } a 
stud of this subject has neluded que ionin of ope it} ! Ss, q \ 
personnel, pay scales, possil le overlapping and duplicatic Within the ARO 
organization, and between the ARO personnel and the militar I have also re 
viewed other aspects of the operation, such as the method of contracting nd 
control of expenditure of funds I am pleased to report that, i my opinion 
the contractor performing his sery ¢ mor fect é and efficiently, har 
could be expected in view of the serious plant rand! rale mits placed 
on him by the S2Zd Congress It is further my opinion that the quality « the 
technical personnel which the contractor has recruited vindicates the Air Force's 
judgement in the inal selection of this contracto 

I have note g the record of previous hearings on this subject that 


a portion of the problem appears to be one of whether or not the Air Force 
should use a private contractor to increase its capability for performing its 
Missi \ further question has been whether or not, when such a private con 


tractor is used, a fee should be paid I an ure the committee is awunre that 
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the present Air Force policy is to use private industry where needed to increase 
ts cap litv for performing its task Further, it is the Air Force policy, that 


ch contracts are made with industry, a profit should be paid for services 


rendered \ change in either of these policies will represent not only a change 
n A Force thinking but also a change in our national policy Accordingly, 
vhen the contract was originally negotiated with ARO, Inc., it was negotiated 
1a fee basis, resulting in a reasonable profit to the company, thereby creating 
n in iv here effi nt and economical management is obtained. 
he use of ontractor has permitted the Air Force to acquire a high degree 
fc etenc e yy who are charged with the operation of these fa 
itie Possible te of this competence has been of deep concern to us since 
e problem of ARO ha een brought to the attention of Congress If the 
ent Congres sees fit to leave the proviso 11 Public Law 488, 82d Congress, 
Ly I ( l \ e will b aced in a \ ficult situation with 
e Col ae | sel al progran Proba e serious idverse effects on 
he peration these fi ¢ would he 
] ID LV one 1 g” f ties 
a l ( l ( struction proera 
Ad e effec ‘ ese h and developme ict es 
{ Aclve ( t \ I rer equil ‘ t 
» Adverse effect on morate Of survivil orgal tion 
In order to assure continuity of effort for the present, we have proceeded 
vith plans to make an inte i contract with Sverdrup & Parcel for the operation 
the center on a no-fee basis for a period of 4 months As you tnow, ARO 
Ine., is a wholly owned subsidiary of Sverdrup & Parcel 
In view of the facts presented herein, the Air Force respectfully requests that 


this committee recommend favorably upon the passage of the proposed legisla 
tion 

Chairman SarronsTaLL. Senator Gore, would you like to testify ? 

Senator Gore. Thank you, Mr. Chairman. 

Chairman SanronsratL. Do vou wish, Senator Gore, to read your 
prepared statement or would you like to have that f0 into the record 
and then pel haps suppl ment it ? 

Senator Gore. If it would be agreeable with the chairman and mem 
bers of the committee, I would like to read my statement. 

Chairman SavronstaLu, That is your privilege, sir. 


STATEMENT OF HON. ALBERT GORE, UNITED STATES SENATOR 
FROM TENNESSEE 


Senator Gore. IT would like to preface my statement by saying that 
the running fire of debate and the time limitations on the floor of the 
Ilouse never permitted me quite to say what I wanted to say about 
this contract. 

I worked most of the day yesterday and most of the night dictating 
what I wanted to say. There may be some errors, but I would like to 
have my say, and in my humble opinion with the exception of the 
fieht | led for economic mobilization in World War LI, | have nevel 
appeared on a question of more far-reaching importance than the 
problem of which ARO is an example. If I may read, I would like to. 

Chairman Sarronsrauy. Certainly. The Senate Armed Services 
Committee would be glad to hear the work of such careful prepared 
ness. 

Senator Gore. With an open mind, I hope. 

I appreciate the privilege of presenting to you my views on this 
problem, which I re gard as an mportant one. | reoard it as impo 
tant in and of itself, but I also regard it as an illustration of a still 
more important and far-reaching problem to which, in my opinion, 
the (C‘ongeress should olve its immediate attention. 
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The specific issue before you is the termination or continuation of a 
cost-plus-percentage-fixed-fee contract for the operation of a wholly 
owned Government facility. 


Phe broader problem which this specific issue illustrates is the grow 
hg tendency ol thie part of defense agencies to award various types ot 
cost plus and cost plus eontracts Wh I ouarantee rell Dursement 
of all cost plus profit. 

[ would like briefly to express my views on the overall problem and 
then come specifically to the issue at hand. My views and my attitude 
irise out of a lot of experience, out of 14 years in the House, 10 yea 
of which I served as a member of the House Appropriations Com 

[Lee | KhOW,. as mans ot you ci | erved th the cha rhea 0 

ference comunittees many times—with what meticulous care the 

ous committees and subcommittees of the ¢ ongvress exan le regu 

r expenditure budgets of Government agencies. The opportunity 
ror th cind of examination is denied by i cost pli type of contract, 
because only a lump sum is appropriated to deft iv the cost of the 
contract The operations of the cost plus contractor are not subject 

» personnel ceilings, limitations on salaries, curtailment of travel, pel 
diem. ana othe expenses, In this Way, Col tro] of government il eX 
penditure 1s \ rtually taken out of the hands of ¢ ongress ( 

Loo, a Cost plus contract lessens the surveillance of vrovern 
mental expenditures by the General Accounting Office. The General 


\eccountine Office cannot question reimbursement of an expenditure 


hich ts allowed by the Government's contracting oflicer in perform 
ce of the contract, even though such an expenditure would be pro 
iibited if made, or attempted to be made, by a regular age cy of the 
(rovernment. Under provisions of these contracts, many payments 


ire pe rmiussible which otherwise would be subject to exe eption by the 


General Lccounti vu officer, if made or attempted to be made by a 


regular Grovernment agency, 
[t is my belief that the cost of many projects is greatly augmented 
hy a cost-plus type of contract. Indeed, the very nature of this type 


of contract for the operation of a Government project ter ds toward 
greater leeway in the expenditure of Government funds, higher sal 
aries, more perquisites, and less restriction upon the use of publi 
fund 

Qn top of all this, we must then add the fee of the contractor. 

Cost plus percentage fee contracts were outlawed afte World War 
Il and again afte World War Il. Kven so, we are still making 
contracts by the terms of which the amount of the contractor's fee 1: 
determined largely by the amount of Government money he spends, 
It is exactly this type of contract at specific issue today. I have for 
ome time been disturbed by this. 

I have suspected that there was a CTOWINE tenden Vv among (rovern 
ment agencies toward more and more extensive use of cost-type 
contracts. 

I asked the General Accounting Office to do some research for me. 
That agency reported that during 1951 a total of 6.097 contracts. at 
the aggregate sum of $10,095.125,771, were awarded without benefit 
of competitive bids. 

I wish this figure to sink in with the chairman of the committee. 
who ison the Apppropriations Committee. 
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At the close of 1952, it reported, the Army, the Air Force, and the 
Navy had subject to audit approximately 11,000 cost-type contracts, 
valued at about $17 billion. This represents an amount equal to ap- 
proximately 27 percent of the entire Defense Department budget for 
fiscal 1952 

These figures do not include a few foreign contracts, I understand. 
Thus, we see that within 1 year the number of cost- -type contracts has 
almost doubled, and the value of outstanding cost-type contracts has 
increased approximately 70 percent. 

To me this is an alarming situation. It indicates a trend which I 
cannot allow to go unchallenged. I believe this type of contract lends 
itself to wastefulness, inefficiency, and downright favoritism. 

However, I do not ask you to take my word alone for that. Mr. 
Lindsay Warren, with whom I had the privilege of serving in the 
House several years ago, now Comptroller General of the United 
States, has had considerable to say on the subject of cost-type con- 
tracts. Inastatement about a year ago, Mr. Warren said that he had 
been “consistently and unalterably opposed to the general use of the 
cost-plus-tixed- fee system of ¢ ontract. 

Here is what Mr. Warren had to say on the situation: 

Inasmuch as it, in effect, guarantees the contractor against loss regardless of 
contingencies it tends to make the cost of performance a matter of financial 
indifference to the contractor, thereby removing the incentive for economy and 
efficiency which necessarily would be present in the performance of fixed-price 
contracts entered into on a competitive basis. I feel that the cost-plus system 
places a premium on such practices as labor hoarding, failure to utilize workers 
to their fullest extent, and failure to maintain a proper check on performance 
economies, and that, in view of the broad discretion generally vested in con- 
tracting officers in the matter of determining allowable costs, there is presented 
an opportunity for collusion and favoritism at the expense of the Government. 
For these reasons, I am convinced that the cost-plus system of contracting is one 
of the most ingenious methods ever devised for depleting the funds of the 
lreasury. 

Mr. Warren has repeatedly made statements substantiating my 
charge that a cost-plus contract lessens the surveillance by the Gen- 
eral Accounting Office. He has pointed out time and time again 
that the authority of the General Accounting Office to disallow er redit 
in the accounts of disbursing officers and recover back payments under 
cost-plus-fixed-fee contracts does not cover wasteful or extravagant 
payments, if within the provisions of legally executed contracts “and 
approved by the contracting officers. Now that is something which 
should open the eyes of the Congress. 

Under provisions of these contracts many payments were permis- 
sible which otherwise would have been subject to exc eptions by the 
General Accounting officer. In 1946 Mr. Warren, appearing before 
a special Senate Committee To Investigate the National Defense Pro- 
gram, told the committee that, even though cost-plus-a-percentage-of- 
cost contracting had been reformed to avoid the percentage figuring 
of the fee, “cost- plus procurement still remained as the gr eatest device 
ever invented for pumping out the Treasury.” 

I would like to quote further from his testimony : 

What incentive remains to exercise the American genius for efficiency when 
the most far-fetched and extravagant outlays are reimbursed, dollar for dollar, 
upon the unchecked approval of a friendly or downright sociable contracting 
officer? From the very start I have cried out at the waste and extravagance 
that the cost-plus system invites. And it is certainly no rejoinder now to point 
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out that GAO has audited the payments and passed them in the accounts—the 
fact is we were bound by law, or so the courts have held, to whitewash almost any 
conceivable cost so approved. Thus the cost-plus contract in reality is a wide- 
open invitation to spend the people’s money, a gate wide enough to drive a team 
through, and nobody but the contracting officer can stop it so long as it comes 
within the terms of the contract. 

This was the feeling of the Comptroller General at the time ex 
penditures were being made under World War II cost-plus contracts, 
and it is still his feeling as to that system of contracting, generally. 

I think the sentence, if ] may interject, points up what I be lieve to 
be the real importance of my appearance here, if it has any importance 
at all. 

This unfortunate trend toward greater use of cost-plus type of 
contracts will either be encouraged or discouraged by the action 
Congress takes on the ARO contract. The agencies downtown will 
surely take note. 

That, Mr. Chairman, makes of this issue an important one, reaching 
far beyond the operation of a wind-tunnel facility at Tullahoma, 
Tenn. If Congress does not here call a halt, where and when will we 
call a halt? Will we wait until free enterprise is destroyed by cost- 
plus-guaranteed-profit contracts ¢ 

It has been said that I have made unfounded charges about this 
contract and the contracting parties. I doubt if I have used any 
language as strong as that I have quoted by the Attorney General. 
Even so I want now to restate and then substantiate the charges I have 
made. 

Senator Krerauver. Mr. Chairman, may I — I hope that as many 
members of the committee as possible can hear all this testimony. 
At any other time do you suppose we could get more members here ? 

Chairman Satronstauty. The Chair states there is a quorum present 
for a hearing now. The Chair made that announcement. Here is a 
new member coming in now. 

Senator Keravuver. I thought particularly Senator Case was inter- 
ested in this whole problem. 

Chairman Satronstauy. The record will be available to all members 
of the committee, and we can discuss it in executive session when we 
consider the case. 

Senator STennis. Mr. Chairman, I am sorry I had to be away. 

Chairman SALTONSTALL. Senator Gore, will you proceed. 

Senator Gore. Thank you. If I might digress a minute to com- 
ment, I realize the heavy load the Senators have, particularly new 
Senators. 

I hope you realize too the handicap it places me under in trying to 
defeat what I regard as a thoroughly unsound move, when it can only 
be defeated by reason and logic and the facts, and I have such a small 
audience. 

Apparently I had little chance to win the fight in the House until I 
had my say on the floor, and then they voted with me overwhelmingly. 


I daresay the Senate would too if they would really study the full 
fac ‘ts. 


I will proceed. 
Senator Stennis, I had just started to say that I would restate the 
charges I have made about this contract. 


(1) The ARO contract is costly and improvident and the fee is a 
de facto percentage fee. 








64 ARO, INC. 


(2) Continuation of this contract will place the Government at the 
mercy of ARO, Inc., in negotiating for continued operation of this 
vital facility. 

(3) The fee paid to ARO is excessive, representing an unreasonably 
high return upon investment. 

(4) The ARO fee was jumped from $23,474 for one 12-month 
period to $95,000 for the sueceeeding 12-month period. This increase 
in fee was vigorously opposed by the then AEDC commanding gen- 
eral, Franklin O. Carroll. Very soon thereafter he was summarily 
removed from his command and transferred to the Human Resources 
Research Institute. 

(5) Certain former Air Force officials and close friends of still 
other Air Force officials are, or have been, recipients of the benefits of 
this contract which was awarded on a noncompetitive basis. 

I wish now, Mr. Chairman, to proceed to substantiate each of these 
charges, seriatim. In doing so, I shall refer to— 

(1) The contract itself. 

It is quite voluminous and I have read it many times, not many 
times but several times. 

(2) Minutes of negotiation of the contract. 

(3) The Inspector General’s re port of Febru: ary 25, 1952 

(4) The report of the House Appropriations Committee inves- 
tigators. 

(5) The report of the General Accounting Office, which was made 
after months of inquiry. 

(6) Statements of the Air Force officials, and certain other evidence. 

Now I will proceed to substantiate the charges. 

The cost-plus-percentage-fixed-fee contract lends itself to abuses 
which inevitably increase the cost, reimbursab le to the contractor, 
thereby also increasing the contractor’s fee. 

Literature circulated to members of the committee on yesterday, 
and also statements in the hearing today, protests my statement that 
the size of the ARO fee was contingent upon the amount of Govern- 
ment money ARO spent. Now, Mr. Chairman, I would like to nail 
this one down right here. 

From point IV of the Inspector General’s report of February 25, 
1952, I read: 

The ARO contract is a negotiated cost-plus-fixed-fee type contract which 
specifies a 3144-percent fee on the overall cost of the maintenance and manage- 
ment, 

This fact is substantiated by the investigations of both the General 
Accounting Office and the House committee investigators. It was 
confirmed on day before yesterday by testimony given before the 
House Armed Forces Committee by Mr. Trevor Gardner, Special 
Assistant to the Secretary of the Air Force for Research and Develop- 
ment, who is here today, which I here quote: 

Mr. Harpy. May I ask a question on that fee matter. Is not that fee deter- 
mined on the basis of a percentage of the cost of operation? 

Mr. GARDNER. In the past the fee has been determined on a basis of percentage 
of cost. It has averaged out 3.6 percent which is the lowest fee we know of in 
the Research Department end of the Air Force. 

Mr. Harpy. But is that fee not fixed actually after cost has been made? 


Mr. GARDNER. No. 
Mr. Harpy. And based on the percentage consideration? 
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Mr. Garpner. The fee has been established in the past on the basis of an 
estimate of cost in the future, and a fixed fee for the service represented by 
that cost. ‘ 

Mr. Harpy. But it is true that the fee paid ARO is based on a percentage of 
his operating cost? 

Mr. GarpNer. His expected operating cost. It places a definite ceiling on it 

Mr. Harpy. Is that determined at the beginning of each year? 

Mr. GARDNER. The beginning of each year, correct. 

Mr. HArpy. On an anticipated cost of the operation for the ensuing year? 

Mr. GARDNER, That is correct. 

Now may I interject to say there was a good deal of talk here about 
renegotiation. The fee is subject to negotiation for an additional 
year at the termination. I find nothing in this contract, which I have 
read a few times, which goes to show that the Air Force has any right 
whatsoever to reduce the fee, regardless of quality of performance. 

Chairman SAvronsTaLL. You say there is no right / 

Senator Gore. I find none in the contract. Now there may be. If 
you wanted to go to the renegotiation law, of which a member of this 
committee, [ think, was author in the House, Senator Case, when he 
was a House Member, there may be some power in the Renegotiation 
Board to go into these matters, but I thought the inference was left 
here this morning by the Secretary of the Air Force and others that 
at the end of each year this fee was subject to renegotiation between 
the Air Force and the contractor. I find no such provision in this 
contract. If there is, I will be glad to— 

Chairman SatronsTaLu. Will the Senator yield ¢ 

Senator Gore. Yes. 

Chairman SauronstaLtt, May I ask Mr. Talbott or Mr. Gardner the 
question ¢ 

Mr. Upron. Mr. Chairman, my name is A. E. Upton. Iam Deputy 
General Counsel of the Air Force. 

Chairman SALTonstaL, Is this contract open to renegotiation ? 

Mr. Upron. Yes, sir, the contract is subject to renegotiation under 
the Renegotiation Acts of 1948 and 1951. 

I would also like to say, if I may, Mr. Chairman, regarding the fee, 
the fee is stated in the contract as a fixed dollar amount. It is also 
stated that that fixed dollar amount is a certain percentage of a total 
estimated cost. The contract goes on to read, and I quote : 

There shall be no adjustment in the amount of the fixed fee, nor shall there 
be any claim for increased compensation because of any error and/or omissions 
made in computing the original estimated cost or because of the fact that the 
estimated cost varies from the actual cost. 

Senator Gore. That answers the question, Mr. Chairman, which 
bears out what I said, that the contract specifically forbids any re- 
negotiation as between the Air Force and the contractor. I think 
that is a minor point, however. I just wanted to clear the eee up. 

Senator Kerauver. Mr. Chairman, I think we have coming in here 
the authority on renegotiations. 

Senator Gorr. Yes, I just referred to him. However, I would not 
like to be diverted from the main theme here. 

Senator SyMINGTON. Mr. Chairman, as iong as there has been an 
interruption, will the Senator yield once more ¢ 

Senator Gore. Oh, indeed. 

Chairman SatronstauL. The Chair was hoping to ask a question 
himself. Senator Gore, what is not clear in the Chair’s mind is the 
apparent contradiction between what you have just said and the 
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fact that, as the Chair understood it, this contract with ARO, Inc., was 
renegotiable at least a few months a year and that any time that 
officers of the Air Force 

Senator Gore. I think if we use a different word, Mr. Chairman, we 
will avoid misunderstanding. It is an annual contract or was so con- 
templated. Actually the one that is under operation now is the 6 
months’ contract. It is subject to renewal by renegotiation. 

We do not mean a renegotiation to reduce the fee, but negotiation 
as to what the fee shall be the next year. 

Chairman SALTONSTALL, Would the Senator, who is a witness now, 
object if the Chair asked Mr. Upton to confirm this impression ? 

Senator Gore. Not at all. 

Chairman SatronstatL. Do you confirm what Senator Gore has 
said ? 

Mr. Upron. No, sir, I am afraid not. 

Chairman Satronstatu. All right, stop there. 

Senator Gore. No, no, I certainly do not want to bring any mis- 
information. If I can bring some light on the subject, I will be 
pleased. 

Chairman Sa.ronstati. Will you object then to Mr. Upton speak- 
ing? We want to keep this in an orderly way. 

Senator Gore. I would not. 

Chairman SaLronstaLL. Mr. Upton, what do you say? 

Mr. Upron. Mr. Chairman, if I may just take a moment, I would 
like to explain the nature of renegotiation, because there was quite 
a lot of discussion about it this morning. 

Renegotiation is a process carried on by an independent agency 
ealled the Renegotiation Board, which determines whether or not a 
man has had excess profits on all of his business with the Govern- 
ment over the period of a vear. 

Renegotiation is not done on the basis of an individual contract. 
The Renegotiation Board wouldn’t take the ARO contract and deter- 
mine whether or not the profit under that contract was excessive. 
They would take all of the contracts that ARO, Inc., has with the 
Government over a yearly period and determine whether or not any 
excess profits had been gained by that contract. 

Now, Senator Kefauver this morning asked the question “Well, 
what would happen if the Government and the contractor aren’t able 
to agree as to whether there are any excess profits?” The answer to 
that question is that, in the absence of agreement, the Board may 
issue a mandatory order of renegotiation. If the contractor doesn’t 
like that, his recourse is to go to the Tax Court of the United States 
and bring action against the Board. 

Senator Casr. Mr. Chairman, could I ask just one question ? 

Chairman SaLTonsTaLL. Senator Case, will you permit the Chair 
one more question. What about this word “renewal,” then ? 

Mr. Upron. If the chairman will permit me, I was trying to clear 
up what renegotiation was, and then if I may talk about the other 
aspect of the thing I shall. 

In a great many contracts we also have what we call price-redeter- 
mination clauses where the Government actually redetermines under 
a fixed-price contract the price that the contractor pays. 

In the case of this contract the whole contract is subject to renewal 
at the end of each year. It is not merely a question of renegotiating 
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the fee. It is a determination as to whether you want to go on with 
the contract, what the terms of the contract should be, and one of 
those terms that you have to consider is the amount of the fee. 

Now, I would just like to make one thing absolutely clear, and that 
is that the amount of the fee does not go up under this contract as the 
costs go up. The fee is based upon the estimated costs of the con- 
tractor, and the fee cannot increase 1 cent because the contractor’s 
actual costs happen to be more than his estimated cost. I think that 
ought to be made perfectly plain, because the fact is that otherwise 
we would have a cost-plus-a-percentage-of-cost type of contract, which 
is absolutely illegal. 

Chairman Sauronsrauu. Thank you, sir. Senator Gore. 

Senator Krrauver. I want to ask Mr. Upton this question. 

Chairman Savronstauty. Will the Senator yield? 

Senator Gore. Oh, indeed so. I would like to say this: that there is 
no point of controversy between the counsel and myself. He has just 
stated, in better and in more enlightening words than I could have, 
what I was trying to say. 

Senator Krravuver. But the point I wanted to ask Mr. Upton about 
is this: In this particular contract with ARO, apparently this is the 
only contract this company has. 

You said the Renegotiation Board was for the purpose of taking all 
of their warwork together, or their business with the Government, and 
negotiating all of them together, and not a particular one. Would 
a contract like this ever get submitted to the Renegotiation Board ? 

Mr. Urron. Yes, sir. Now, I am not clear on the history of this. 

Senator Keravver. Do you know of any contracts of this kind that 
ever have been submitted to the Renegotiation Board ¢ 

Mr. Upron. I can say this: I know that some of the Sverdrup & 
Parcel contracts in connection with this entire project have been 
submitted to the Renegotiation Board. General Sverdrup can check 
me on that. And I believe, although I would have to check this to be 
certain, that the Renegotiation Board determined that no renegotia- 
tion was necessary. 

As to whether this information involves the ARO contract itself 
or involves the architect-engineering contracts of Sverdrup & Parcel, 
I am sorry to say, Senator, | don’t know; but I could check. 

Senator Kerauver. They are different corporations. 

Mr. Upron. That is correct. 

Senator Kerauver. So, I assume Sverdrup & Parcel’s contract 
would not include ARO’s. 

Mr. Urron. They would not, as I understand, be included in the 
same renegotiation process. 

Senator Casr. Will the Senator yield? 

Senator Gore. Oh, indeed. I am very pleased to arouse some in- 
terest in the case. 

Senator Case. If this is the only contract that ARO has with the 
Government, this would not come under renegotiation. Isn’t it less 
than the minimum, so that it is exempt? 

Mr. Upron. Senator Case, I really don’t know what the monetary 
limit is at the present time. 

Senator Casr. I think this came under the 1948 act, and I don’t recall 
the total volume of business; but I am sure, if my memory is correct, 








6S ARO, INC. 


that there was an exemption of business under $100,000. Maybe it 
was larger than that. I am not sure just what it was. 

Senator Gore. I don’t remember. 

Senator Keravuver. I thought it was $500,000. 

Senator Case. It may have been. I am not sure of the 1948 act. I 
doubt if the ARO contract itself, under the 1948 act, was subject to 
renegotiation, because I think it was less than the minimum, but the 
other point is—and that is what we were discussing this morning— 
whether the contracts which ARO makes in its management for serv- 
ices and materials and other things might not be subject to renegotia- 
tion if the firm with which those contracts were made had business 
in excess of $500,000, or whatever the amount was. I think, if they 
did, they probably were subject to renegotiation as a part of that 
firm’s overall business, but not as a part of ARO’s contract. 

Senator Symrncron. Will the Senator yield ¢ 

Senator Gore. Indeed so. 

Senator Symineton. If the ARO contract is a subsidiary of Sverd- 
rup & Parcel, then under the law, Sverdrup & Parcel being a relatively 
large company, there would be renegotiation. 

Senator Case. It is wholly owned by the other company ? 

Senator Gore. Practically so. 

Senator Symrneron. Wholly owned. The next point is that, 
although the contract doesn’t say itself that the Air Force has the 
right of renegotiation, the law says the Government has the right of 
renegotiation. I have attempted to renegotiate contracts in private 
business, cost-plus-fixed-fee contracts, renegotiated by the Govern- 
ment, and over the objection of the particular agency with which the 
contract was made. The only solution is appeal to the courts. 

Chairman SALronsTaLL. Senator Gore ? 

Senator Gore. Mr. Chairman, I think the exchanges have been 
very helpful. In order to complete the picture and place the counsel 
and myself in absolute agreement, I would like to return to page 
+ to explain what I mean by the sentence right below the enumerations 
where I say: 

The cost-plus-percentage-fixed-fee contract lends itself to abuses which inevi- 
tably increase the costs, reimbursable to the contractor, thereby also increasing 
the contractor’s fee. 

Now, that is true in this contract, not within this 12-month-period 
life of the contract per se, but rather on its annual renewal when the 
fee is based upon an estimated cost of operation during the next 12- 
month period. 

Now I think, with that statement, that the General Counsel of the 
Air Force and I are in complete agreement about what we mean and 
what the contract means. 

There is this unresolved question of whether or not the general re- 
negotiation law will reach this. On that, frankly, I am uninformed, 
as most of us seem to be. I would certainly yield to Senator Case on 
that. 

Now, may I goon. If there is any doubt left that the more ARO 
spends as this project gets moving, the bigger his fee, then I will let 
General Sverdrup himself answer it, because in a letter to the chairman 
of the Appropriations Committee of April 3d, 1952, he said this: 

The amount of the fee for which we agreed to perform the contract was 


equivalent to 3% percent of the estimated cost. 
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. Mr. Chairman, it would seem clear that the fee is determined 
ona pe reentage basis; that the more Government money ARO spends, 
the bigger ARO’s fee will be as the contract progresses. If this con- 
tract is continued, that will be true. In evaluating the importance 
of this, please bear in mind that the AEDC project is only in its in- 
fancy, and so is ARO, and the figure cited he re this morning, let me 
remind you, related to those infant years. 

Really, there has been little to operate at thus far. It was only last 
month that the first fac ility was ever tested, was operated or tested, 
the first time, as I understand it. Even so, the ARO contract has 
already cost several million dollars. They haven’t had much to 
operate thus far except a warehouse and 7 miles of railroad. The 
operating budget of this project is expected eventually to reach, I say, 
15, maybe 20, million dollars. 

Now, I would like to say that that has come to me through conver- 
sations with people who have studied the project. I would, however, 
like instead to use the figures which the Secretary of the Air Force 
used this morning, a $10-million budget, and what he said was a 
minimum fee of 2144 percent. You see what that runs to? An annual 
fee of $250,000 after reimbursement of costs 

Now, let us look at some ot these matters of operation, some of the 
expenses included in operation. The largest item, as was testified 
this morning, will be personnel. 

Now, gentlemen, I can understand why we need to make concessions 
and give incentives to secure technical and scientific personnel, and 
I am willing to do that through a waiver of civil-service requirements 
or whatever we need to do to get the scientific technical people there. 
But this type of personnel will be in the decided minority. 

There will be typists, clerks, stenographers, secretaries, analysts, 
attorneys, janitors, mechanics, technicians, machinists, guards, fire- 
men, common laborers. Why, Mr. Chairman and members of this 
committee, should the taxpayers of the United States have to pay to 
a priv: ite concern, organized for no purpose other than to make 
profit out of the operation of this poneants and without any experience 
in operation of such a project, a 314-percent toll on the ; sal: ary of every 
pores employed, every sheet of paper bought, every letter written, 
every gallon of water used, and every floor swept ? 

The House Appropri: itions Committee sent a team of trained ex- 
aminers to make an investigation of the ARO contract and its opera- 
tions. I held the report of these investigators in hand. It lists a 
number of excessive and extravagant expenditures. For instance, 
$249,895 for travel, before there was very much to operate, excessive 
plane rental and travel and per diem. They even point out that ARO 
was being reimbursed by the United States Government for the per- 
formance of duties for which its parent corporation, Sverdrup & 
Parcel, was also being compensated. ‘This is corroborated by the Gen- 
eral Accounting Office investigation report, which says on page 52— 
and it has been cited that the General Accounting Office gave a no- 
wrong-doing report. I never saw that quote. I would like to quote 
from the report on page 52: 
the principal activity of ARO during the first contract period was to review the 
designs of Sverdrup & Parcel, Inc., for functional adequacy. 

Thus you see, Mr. Chairman, the parent corporation has the con- 
tract and they have had 18 extensions of that contract, none of them 
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with competition, better than $10 million in contracts for architectural 
designs and plans, and their wholly owned subsidiary during the first 
term of its life had its principal activity of checking the designs and 
plans of the parent corporation. I wonder just where the Air Force 
comes in. Where are the checks and balances? Where are the safe- 
guards ? 

The report further says: 

Since for all practical purposes ARO, Inc., is controlled by Sverdrup & Parcel, 
Inc., a question naturally arises as to whether ARO engineers are prejudiced in 
the performance of their review function by the fact that, in a sense, they owe 
their allegiance to 8. & P., Inc. 

To highlight the absurdities which this type of contract permits 
and invites, I quote from the Inspector General’s report in which he 
refers to— 

ARO entering into contract with other agencies for consultant services on how 
to manage their own organization, which, in reality, was the responsibility of 
ARO. 

There we are paying ARO to manage and operate. They go out and 
hire somebody else to tell them how to operate, and then we pay a fee, 
not only the cost of that but a fee on top of that cost. 

Now to my second charge, to wit: Continuation of this contract 
will place the Government at the mercy of ARO, Inc., in negotiating 
for continued operation of this vital facility, and that, Senator 
Kefauver, comes to the point of your question of the forenoon: What 
happens to renewal of the contract ? 

On page 45 of the General Accounting Office report I read, and I 
respectfully ask you to listen to this, because this becomes important 
policy : 

It is evident after the AEDC facilities have been completed 3 or 4 years hence, 
and ARO becomes entrenched in its role of operator of the facilities, neither 
ARO nor the Government will be dealing at arm’s length in the annual negotia- 
tions for the operation contract. The very important question that arises is, 
therefore, Which will be at the greater disadvantage With a capital investment 
of only $150,000, largely in liquid form, the stockholders of ARO stand to lose 
very little if the arrangement is terminated; whereas from the Government’s 
standpoint, termination of the arrangement would be likely to play havoe with 
the orderly operation of the facilities at what may be a most critical time with 
respect to their need. 

Here, Mr. Chairman, the Comptroller General of the United States 
has raised a red flag for Congress. I believe this one point had more 
influence than any other upon the decision which Congress made last 
year upon this issue. It is no less valid now, even more so. 

Indeed, the statements made by the Air Force this morning that it, 
even now, knows not where to turn for operation of this project, 
dramatizes the issue. 

This point is graphically made in a brochure circulated to committee 
members yesterday, in which it is said, in effect, that should the 
Department of the Air Force fail to have the ARO contract continued, 
dire consequences will follow. 

I do not agree that dire consequences would follow. I think now is 
the time to call a halt to an unfortunate contract because the project 
is only beginning. If we continue this contract, after a few years 
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ARO, as Representative George Mahon said in House debate yester- 
day: 


Mr. Manon. Mr. Chairman, this bill provides for the repeal of a rider which 
was attached to the military appropriation bill last year. I agree with the 
great majority of the Members of the House that usually these riders—far- 
reaching riders on appropriation bills—are a mistake. I think this matter, 
which is before us today, should have originally been handled by the legislative 
Committee on Armed Services. In my judgment, the House made a mistake in 
adopting the rider. 

I doubt that all Members of the House understand what we are doing here 
today because I doubt that all Members have had‘an opportunity to familiarize 
themselves with the situation. Many Members will recall the controversy over 
this matter last year. I do not recall all the details of the ARO controversy, 
but I have no disposition to question the good faith of anyone. The Air Force, 
the Army, and the Navy have generally run their own installations in the past. 
Chis is the first and only major departure in the Air Force of which I know. 
This is the situation: The Air Force makes a contract with a private concern 
called ARO to run the installation, ARO providing the personnel and manage- 
ment. We have established overall personnel ceilings in an effort to try to 
reduce civilian personnel in the Army Forces, but ARO personnel will not be 
affected thereby. These people will not be added to the list of people who are 
on the Federal payroll. From now on you will find that in the list of personnel 
on the Government payroll thousands of people who will be employed at this 
laboratory will not be listed as Government personnel. They will be hidden, 
so to speak. I do not mean hidden in a dishonest way, but they will be hid 
den If the Air Force should run the machine shops and other large and com 
plicated facilities by contract, industry would get out and do the work and 
hire the people and pay them, and we in Congress would give them a lump-sum 
appropriation. It may be a good thing. I am going to vote for this repeal, but 
I am just telling you that we are taking a significant step, although perhaps 
a necessary step. The issue raises a policy question. For that reason, I thought 
the matter ought to be studied by the legislative Committee on Armed Serv- 
ices rather than be handled as a rider on an appropriation bill. 

Under the contract system there will be no ceiling on salaries at the facility 
except as provided in the contract. The head of ARO can draw more money 
than the Secretary of the Air Force or the President of the United States, 
as far as that is concerned, unless there is some restriction in law or in the 
contract of which I do not know 

what I am saying is that the contract holder is foot loose and fancy 
free to hire any people he wants to hire and pay them any salary he wants to 
pay It is wholly up to the discretion of the Air Force in negotiating the con 
tract, and the Congress does not get into the picture except in providing a lump- 
sum appropriation for operating the plan. Of course, Congress can control 
the lump-sum appropriation. If we ran all our Federal installations that way 
it would change the picture. You could take half a million people off the pay- 
roll of the Government today by appropriating a lump sum and contracting 
with industry to run the various facilities. That might be a good thing. I 
am just raising the question of broad policy of Government which is involved. 

This illustrates now, it can be readily seen that such a bargaining 
advantage for the operation of a project vital to the Nation’s defense, 
as Secretary Talbott said this morning, becomes an enormously valu 
able asset, Senator Stennis. If you have got a vital project, a mo- 
nopoly for the operation of that project, you have the technical 
know-how, you have the trained people. No one else has it. The 
yroject has got to continue. 

Well, if I continued using fighting language, I would say that com 
pany would demand blood money. At least to use better language, it 
becomes an enormous bargaining asset. 

Now who, Mr. Chairman, pays for the accumulation of this technical 
know-how? ARO? Indeed, no. The taxpayers of the United 
States pay for them. 
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But they have nothing to show for it except a hopeless disadvantage 

in negotiating with ARO for continuation of this project, and on top 

- all of that, we pay them a handsome fee to gain this advantage. 
| hope the members can understand why I feel so strongly about this 

contract. 

You can foresee what additional value this technical know-how and 
secrets of this project, for which we pay, must assume in the super- 
sonic age of the future. By this contract it is proposed to give a 
monopoly to one company, in a field which may soon dominate ‘all air 
transportation. 

As the secrets of this development occur, this company, which Gen- 
eral Sverdrup testified this morning had the major part of its business 
with private industry, will have the monopoly and a bottleneck upon 
the secrets of aerody namics as the Vy deve lop on this project. 

Let me go to my third point. My third objection to this contract is 
that the fee is excessive, representing an unreasonably high return on 
investment and that the excess will grow as operating costs increase. 
That isa charge I have made. 

do not think it assumes one-tenth, one one-hundredth, one one- 
thousandth part of the point I have been talking about, but since I 
have made the point, I want to restate it and substantiate it as best 
I can. 

In regard to the contract which ended last October. the General Ac- 
counting Office report said : 

Allowing for the fact that $5,000 of ARO’s $95,000 fee for the current contract 
year is to compensate ARO for the cost of borrowing operating capital, it follows 
that ARO will receive a net fee of $90,000 which, in relation to a capital invest- 
ment of $150,000 represents a 60-percent return. 

[I am not certain of the fee. Since I dictated the fee, it was testified 
this morning that the current 6 months’ fee is $55,000, which is at an 
annual rate—— 

Senator Henprickson. Will the Senator yield / 

Senator Gore. Yes. 

Senator Hrenprickxson. Does the Senator care to comment on the 
loans that have been referred to in the testimony ¢ 

Senator Gore. You mean the capital they borrowed ? 

Senator Henprickson. Yes. 

Senator Gore. Well, in this contract the highest fee mentioned in 
the minutes of the negotiation was $90,000. The matter was taken to 
the Baltimore office of the Research and Development Agency and 
there $5,000 was added. 

I tried for some time to get an explanation why this $5,000 was 
added. They seemed to have a meeting of minds on $90,000. It turned 
out to be $95,000 in the contract. 

The only explanation they ever got was that the $5,000 was added to 
reimburse ARO for interest on borrowed capital. Does that answer 
your question / 

Senator Henprickson. Yes. 

Senator Gore. Now as I say, General Sverdrup testified this morn- 
ing that the fee for the 6-month contract which terminates next week 
is $55,000, which raises it to the annual rate of $110,000 return on a 
$150,000 investment, which makes it something about 70 percent re- 
turn on capital investment. I just can’t justify that myself. 
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The General Accounting Office said in its report: 


Air Force officials responsible for Air Force policy in connection with the 
operation of AEDC and officials of ARO, Inc., strongly challenge the validity 
of relating the ARO fee to its capital investment. 

And I want to state that in fairness. It was challenged here this 
morning, compared to the fee of a doctor. 

Former Assistant Secretary Stuart told the investigators he considered the 
ARO contract to be one for professional services * * *, In fact, the analogy 
between the services rendered by ARO and the services rendered by a firm 
of attorneys or a firm of accountants has been suggested so frequently that 
it may be pertinent to point out that this analogy does not carry through to 
the basic structure of the two types of organizations. 

Now this is from the General Accounting Office report, which has 
been cited as giving a whitewash. 

ARO is incorporated and distributes its profits among the owners in propor 
tion to their capital investment. On the other hand, a law firm is a nonincor- 
porated entity which distributes its profits among the owners or members 
according to a mutual agreement as to their respective contributions to the 
firm. Thus, the bases stated in justification of ARO’s fee do not accord with 
ARO’s selection of a method of distribution of the net profit from the fee. 

The General Counsel of the Air Force testified before the House 
Committee that ARO had virtually no risk to its capital operations. 
The former commanding general of the AEDC has said that 
careful— 

Senator Franpers. It reads here “financial operations.” It should 
be “capital operations.” 

Senator Gore. I am sorry. Thank you for the correction. That 
is what I meant to read. The commanding general of the AEDC 
has said that careful and prudent management would “keep the 
amount of nonreimbursable items of expense to a very small figure. 
I can see very little risk to the capital investment,” he said. 

Senator Henprickson. Is that General Carroll ? 

Senator Gore. That is Ge neral Carroll. 

Much has been said by ARO about the nonreimbursable expenses, 
I am sure the committee would like to inquire how much of this was 
determined to be nonreimbursable as a result of the investigation 
made by the General Accounting Office. 

There was something said about contributions to Red Cross. We 
all contribute to Red Cross. I doubt if $33,000 was contributed to 
Red Cross. 

Senator Symrneron. Will the Senator yield? 

Senator Gore. Yes. 

Senator Symineron. Mr, Chairman, at that point I think the gen- 
eral, in defending his position, was attempting to show that the Red 
Cross was only one of the causes he contributed to. 

Senator Gore. Well, I am sure it was. 

Senator Symineton. Senator, I also think he mentioned several 
others. 

Senator Gorr. Yes; I think so. 

Senator Symineton. And I would also ask the Senator if he doesn’t 
agree that if you are in business on a cost-plus-fixed-fee basis, you 
submit your costs to the General Accounting Office. 

Senator Gore. Yes. 

Senator Symincron. Every company does, and they tell you what 
they will allow and they tell you what they won't allow. 
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Senator Gore. Well, I must say I have just read here from the 
Comptroller General that he cannot go behind the terms of this con- 
tract; that any expenditure permitted by the contracting office in con- 
formity with the terms of this contract is reimbursavle. Now ob- 
viously there are some expenses—— 

Senator Symrneron. There are many statutes with respect to what 
is or what is not allowable cost. 

Senator Gore. Yes. 

Senator Symineron. And there is also the Air Force itself which 
hasa right to decide what is or is not allowable cost. 

Senator Gore. I agree with you, and I think it is a minor point. 

Senator Symineton. I would like to make this suggestion: Instead 
of localizing on the Red Cross, as a matter of interest we have a com- 
plete breakdown in the record of what were the nonreimbursable costs 
since the contract started. 

Senator Gore. That would suit me fine, and I would like also, if 
the chairman would request it of the General Accounting Office to 
furnish to the committee a complete list of the expenditures of ARO 
to which it has made exception. 

Chairman SatronstaLi. Will you proceed, Senator. The Chair 
would say most respectfully to all members ” they can, the Chair has 
been resisting asking questions very hard, to let the Senator finish 
his statement. Then we will proceed. 

Senator Gore. I do not want these extraneous matters to detract 
from the important question of policy to which I have spoken as 
vigorously as I have capacity. 

Now to the fourth charge. The ARO fee was jumped from $23,474 
for one 12-month period to $95,000 for the succeeding 12-month 
period. This increase in fee was vigorously opposed by the then 
AEDC commanding general, Gen. Franklin O. Carroll. 

Very soon thereafter he was summarily removed from his command 
and transferred to the Human Resources Research Institute. From 
the Inspector General’s report he said: 

The original negotiated contract with ARO * * * specified a payment of 
$23,474 * * *. A new contract has been negotiated at * * * fixed fee speci- 
fied of $95,000. 

That is just a matter of fact, since I have made that charge there 
is no controversy that it was jumped from $23,000 to $95,000. 

Now I want to read you what General Carroll said in resisting such 
a jump in fee. This comes from the minutes of negotiation, and mind 
you, ge an ‘men, we had to hold up the appropriation bill for the entire 
Air Force to force the minutes of negotiation to be brought to the 
medians: "We finally got them, and this is a quote from it. I have 
the entire minutes here if any member would like to see them. 

Giving due regard to the uncertainty always inherent in enterprises of this 
nature and the fact that any contract with the Government may be terminated 
for cause or for the convenience of the Government, I am inclined to be more 
liberal in arriving at a figure which I deem to be an equitable return upon the 
investment made than I normally would be. Careful and prudent management 
of the affairs of ARO, Inec., will keep the amount of nonreimbursable items of 
expense to a very small figure. I can see very little risk to the capital invest- 
ment in this situation beyond the risk of faulty management of the corporation’s 
affairs. ‘Twenty-five thousand dollars as a fixed fee would constitute an ap 
proximate 1624 percent return, before Federal income tax, upon the total invested 
capital for a 1-year period of time. I cannot bring myself to believe that such an 
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amount would be anything less than a very handsome profit on the investment 
made and I can only bring myself to that figure by giving due weight to the 
uncertainty inherent in Government contracts. 

General Carroll was overruled by his superior, as I have stated, and 
it is significant to note that soon thereafter he was removed from his 
command and assigned to the Human Resources Research Institute. 
The Air Force maintains that this removal was not by way of punish- 
ment, I should say in fairness, and yet I think it 1s a notable fact 
that up until this time General Carroll had been highly publicized as a 
leading aerodynamic authority and had been publicly groomed 
head this technical project. 

And I might add that I cross-examined authorities on why General 
Carroll was removed. I became convinced that was a summary re- 
moval because of his resistance. That is my own conclusion. It is 
denied by the Air Force. 

I want to submit to this committee the minutes of the negotiation 
for this increased fee, and I want to say in candor that these minutes 
represent the most callous disregard of public funds that has been 
brought to my attention in my whole public life. 

ARO’s whole attitude toward the fee renegotiation and its anxiety 
to push the fee as high as possible is clearly — in these minutes, 
which disclose that General Sverdrup insisted, as he said to you, 
that the cost and scheduling of TVA power be taken lite consideration 
in determining the size of the fee. 

Now he didn’t say that last. He said in determining the cost of 
the project, so there is that difference in our statement. I want to 
be fair to General Sverdrup in the matter. 

The facts are clear. The fee of ARO was quadrupled without any 
increase in capital investment—I think I am right in that—without 
any significant additional risk, and with no significant increase in 
responsibilty. The only apparent justification for this tremendous 
increase in fee is the fact that the fee was calculated, as I have said 
earlier, by a percentage of a larger amount of estimated Government 
expenditure. 

My fifth charge related to favoritism. I did not feel that it was 
proper for the publicit¥ director of the Air Force at the time the 
contract was negotiated to later become administrator director of 
ARO at a $20,000 annual salary, and at the same time become vice 
president of the parent corporation, Sverdrup & Parcel, which has 
also been favored with more than $10 million in contracts for archi- 
tectural and engineering fees. 

I have been severely criticized for making this charge and assert- 
ing the implications of this unusual development. At the time I 
originally made this charge, I felt it was fully justified by the facts. I 
still adhere to this opinion and I am glad to note that Mr. Leo 
is no longer directly connected with A RO. 

I also charged that Messrs. S. D. Bechtel, David R. Calhoun, and 
J. W. McAfee were favored with a share of the profitable ARO stock, 
while some of them at least made no contribution whatsoever to the 
project. I felt that this charge too was fully justified by the facts 
and I do not withdraw it. I am glad to note that they too are now 
no longer directly connected with ARO. 

In his testimony the day before yesterday before the House Armed 
Services Committee, Mr. Gardner made the statement to which Sen- 
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ator Symington has already referred and which I am glad to hear 
him say imputes no criticism of either of them, and I will not quote 
It agalh. 

I share the sentiments of Mr. Gardner to the extent of recognizing 
that the basic issue confronting this committee involves the future 
operations of ARO rather than an investigation of past operations 
and past decisions. 

Senator Fianpers. Again there is a slight difference from the text. 
It says “future operation of AEDC.” 

Senator Gore. Thank you very much. 

Senator Krrauver. You mean AEDC ? 

Senator Gore, AEDC, yes. Thank you very much. You must 
have been a proofreader in your early days, Senator. 

Senator FLanpers. I was an editor for 5 years. 

Senator Gore. How can I compete? 

Chairman SaLtonsTaLL, Among his many other duties. 

Senator Gore. And accomplishments. 

This issue must be resolved without regard to personalities. Sen- 
ator Symington aud I fully agree on that. The question for decision 
is whether the extension of the ARO contract is in the best interest 
of the Government of the United States, and let me reemphasize the 
more important thing is the policy and the dangerous trend, of which 
this is an example. 

Now, Mr. Chairman, it was not the then Congressman from the 
Fourth District of Tennessee, now the junior Senator from Tennessee, 
who first raised with top Air Force officials the question of terminating 
the ARO contract. I did not raise the question until the summer of 
1952, or maybe it was the spring of 1952, though I must say I had 
been trving to ferret out some of the facts relating to this contract 
for some time. Other people raised questions. 

I am informed that many people in the Air Force made repre- 
sentations to higher authorities questioning both the wisdom of the 
contract and the efficiency of ARO as a contract operator. Whether 
as a result of this, I cannot say, but in any event, the Air Force dis- 
patched to Tullahoma one of its top investigators, for whom I am sure 
this committee as well as I hold an exceedingly high regard, Mr. 
James Wise. I would like to read from his Conclusions and Recom- 
mendations : 

It is considered advisable to initiate a project to perform a complete evalua 
tion of all existing Sverdrup & Parcel contracts in force 

That wasn’t the quote I wanted to read. That part was dictated 
last night at about 11 o’clock. Here is the quote. I don’t mind read- 
ing that quote because it shows there was a question about the parent 
corporation as well as the subsidiary. Here is the quote. Here is the 
Inspector General’s report: 

If ARO management operations do not prove satisfactory after 2 years of 
operation or by October 1952— 
which was the time the contract ended— 


steps should be taken to replace the contractor with another management ex- 
perienced in this type of operation. 

Senator Kerauver. What is the date of that report ¢ 

Senator Gore. This report was February 25, 1952. 

Senator Henprickxson. Will you read that again, Senato»? 








Senator Gore. Yes: I will. 


If ARO management operations do not prove satisfactory after 2 years of opera 
tion, or by October 1952, steps should be taken to replace the contractor with 
another management agency experienced in this type of operation. 

Living near the project, I am sure the committee will understand 
how a great deal of information regarding the activities there came to 
my-attention. Criticism of waste and extravagance was rife. All of 
this information was brought to the attention of the House Appro 
priations Committee. 

The House committee, as I have stated, caused its own staff to make 
an investigation. The initial report of the House committee invest Iga 
tors caused the House Ap ypropriations Committee to request a full 
scale investigation by the General Accounting Office. The report of 
the General nomen Office—I should restate that sentence. The 
facts reported i 1 the report of the General Accounting Office sup 
ported, In my satnink. ever ¥ ch: arge I hi ad hie ade. 

Asa result of the information I had obtained, I offered a motion to 
terminate the ARO contract. The House Appropriations Committee 
supported my motion. I then stated my case before the House of 
Representatives. The House voted overwhelmingly for termination 
of the contract. 

The Senate did not at first concur. The matter went to conference. 
The matter was taken back to the House, the conferees being unable 
to agree. Again the House voted overwhelmingly for termination of 
the contract. 

The Senate then took it up and voted against termination by a nar 
row margin. I believe it was 28 to 35. A compromise obviously 
to be reached. Eventually other House conferees and I reac hed : 
agreement with conferees representing the Senate to fix the termina 
tion date of March.31, 1953, in order to give the Air Force ample time 
to arrange for a different and more satisfactory manner for operation 
of this vital facility. 

By this action Congress did not postpone a decision, Mr. Chairman. 
Congress made its decision and wrote it into law. TI regret to say that 
instead of following the law the Ain Force has undertaken to pressure 
Congress into changing the law. 

An atte mpt has been made to st: umpede the Congress through crea 
tion of a phony crisis. There is no crisis. Mr. Gardner stated to the 
House committee on the day be — yesterday that an interim agree 
ment had already been reached by the Air Force and Sverdrup & 
Parcel, sole owner of ARO, for operation of this project beginning 
April 1, the day after the ARO contract terminates by law. 

Senator Keravuver. Senator, if I may interrupt, that is for 4 months. 

Senator Gore. I believe it is 4 to 6 months, but I am satisfied with 4 

During this interim Congress will have ample time to give careful 
consideration to this issue, the consideration which it merits. and the 
broader issues which I think cry out for attention by Congress. 

Mr. Chairman and gentlemen of the committee, I appreciate your 
attention. If I am capable of discerning right from wrong, this con 
tract is wrong. 

Chairman SaLronstatL. Thank you, Senator Gore. Senator. might 
I ask just 1 or 2 questions, and then perhaps some other members of 
the committee will have some others. 
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Turning back to page 6 of your testimony, you stated that the House 
Appropriations Committee said it sent trained examiners and so 
forth to make an investigation. My question is this: I have read the 
debate of the House yesterday in which they put this bill through 
unanimously, striking out the proviso, and no statement so far as I 
could see, so far as I remember, was made concerning this investigation 
by the House Appropriations Committee, this investigatory re port. 

Senator Gore. This was made last year. 

Chairman Satronstauu. Yes, but the bill was passed yesterday, 
and in the debate on the floor of the House yesterday I think I am 
correct in saying that there was certainly no great weight put on any 
investigation made a year ago. 

Senator Gore. My Chairman, I think from a reading of the record 
it is plain that the House acted yesterday under the erroneous im- 
pression that, unless this provision was stricken out, the project would 
stop next week. 

ihat is not the case; so the House seems to have acted under that 
misappre -+hension. LL. hope the Senate will not.so.act..and J.shell sor 
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ronavw: O1MENGTON, Wl the chairman vield ¢ 

Chairman Savronsraut. Yes; the Chair yields. 

Senator Symineron. I believe the House passed this disapproval 
of ARO last Spring based on misinformation furnished in the debate, 
both in the House and in the Senate. I believe the record will so 
prove. 

There are many statements here which I believe I could convince 
Senator Gore himself are not accurate. 1 know he wants to do what is 
fair and just. I respect his position in this matter, and I know he 
does mine. These are technical detailed matters we are ti alking about. 

Anybody who has ever run anything like the Air Force knows, when 
there are hundreds and hundreds of thousands of people working for 
you, among them you always find disgruntled employees, and often 
disgruntled discharged employees. And I believe reports from such 
people, and reading the General Accounting Office report, do not 
give a comp vlete ly clear picture of the facts. 

If it meets with the approval of the chairman and the committee, 
1 would like to take this statement and analyze it. The Air Force has 
been pretty heavily criticized by Senator Gore, pressuring the Con- 
gress, phony crisis, blood money, and I would like to, if we could, 
have a reasoned-tempered reply to the presentation by my dis- 
tinguished colleague, and have that included as part of the rec ord next 
week, 

Chairman SaLTonstaLL. The Chair would respectfully state that 
he believes the proper procedure now is to allow the members to 
question Senator Gore. It is obvious that we cannot finish this hear- 
ing tonight, and that a future time, if the Senator from Missouri 
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wishes to present a further statement, he will have ample opportunity 
to do so. 

Senator Symineton. Thank you, Mr. Chairman. As I understood 
it, there was going to be a representative of the General Accounting 
Office here, an organization which has been quoted in some detail 
but out of context. There is a report here from the Inspector Gen- 
eral’s Office of the Air Force that has been quoted, I think twice, out 
of context. I believe we ought to have a representative of the Gen- 
eral Accounting Office up here, prepared to defend their reports, and 
also the man who made the Inspector General’s report. 

I think we ought to have General Carroll before this committee so 
that we can decide once and for all whether the Air Force is mis- 
stating the facts. I think we ought to have the man who wrote the 
Inspector General’s report up here, because, knowing Inspector Gen 
erals’ reports—and I might say this is the first one I have ever seen 
in a public hearing—I think we ought to have that gentleman up here 
so we can get the facts, and so there wous l be noc hane e of misinfor ma 
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and T mean friend—for whom T have very high regard, one of our 
truly outstanding Americans, Senator Symington, who like myself 
is a freshman Senator, that I said that were I still a House Member 
I might use the term “blood money.” 

Senator Symrneron. Mr. Chairman, I fully reciprocate the feeling 
of the Senator from Tennessee. I think that what is in his heart 
is not any criticism of individuals or criticism of the Air Force, but 
the question of the entire cost-plus-fixed-fee setup. Am I correct in 
that, sir? 

Senator Gore. Not entirely. I know that there are situations in 
which it is justified, but if the Senator will recall—and all Senators 
were not present—in the early part of my statement I showed to 
what an alarming extent it has gone, and it is one of the serious prob 
lems before the country. It is a far more serious threat to free enter 
prise than all this talk we hear about socialism. 

Chairman Sauronstaty. The Chair would respectfully state that 
I think he assumes that every member of the committee is delighted 
to hear the exchange of compliments between the Members of the 
Senate. The Chair would only hope now that he would ask 
more questions. 

Senator Kerauver. Mr. Chairman, may I 

Senator Gore. The chairman was going to ask a question. 

Senator Keravuver. I am not going to ask a question. Senator 
Symington said he thought some of these matters were not exactly 
correct, and what not; and, while a lot of us are here, I wonder if 
Senator Gore, knowing a lot about it, as Senator Symington does, if 
we get any differences of opinion or any differences in factual infor 
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Turning back to page 6 of your testimony, you stated that the House 
Appropriations Committee said it sent trained examiners and so 
forth to make an investigation. My question is this: I have read the 
debate of the House yesterday in which they put this bill through 
unanimously, striking out the proviso, and no statement so far as I 
could see, so far as I remember, was made concerning this investigation 
by the House Appropriations Committee, this investigatory report. 

Senator Gore. This was made last year. 

Chairman Satronstatu. Yes, but the bill was passed yesterday, 
and in the debate on the floor of the House yesterday I think I am 
correct in saying that there was certainly no great weight put on any 
investigation made a year ago. 

Senator Gore. My Chairman, I think from a reading of the record 
it is plain that the House acted yesterday under the erroneous 1m- 
pression that, unless this provision was stricken out, the project would 
stop next week. 

ihat is not the case; so the House seems to have acted under that 
misapprehension. I hope the Senate will not so act, and I shall cer- 
tainly do my utmost to see that neither this committee nor, in case 
this committee makes an unfavorable decision, the Senate acts under 
that or under any other misap prehe nsion. 

Chairman Sauronstati. Then what you say is that the House did 
not give consideration to this report. This report was unfavorable. 

Senator Gore. I didn’t say that. I donot know to what the commit- 
tee may have given consideration, or Members of the House. I was 
over here writing my own statement yesterday. 

Senator Symineron. Will the chairman yield? 

Chairman Savronsratu. Yes; the Chair yields. 

a Symineton. I believe the House passed this disapproval 
of ARO last Spring based on misinformation furnished in the debate, 
both in the House and in the Senate. I believe the record will so 
prove. 

There are many statements here which I believe I could convince 
Senator Gore himself are not accurate. I know he wants to do what is 
fair and just. I respect his position in this matter, and I know he 
does mine. These are technical detailed matters we are talking about. 

Anybody who has ever run anything like the Air Force knows, when 
there are hundreds and hundreds of thousands of people working for 
you, among them you always find disgruntled employees, and often 
disgruntled discharged emp loyees. And I believe reports from such 
people, and reading the General Accounting Office report, do not 
give a completely clear picture of the facts. 

If it meets with the approval of the chairman and the committee, 
1 would like to take this statement and analyze it. The Air Force has 
been pretty heavily criticized by Senator Gore, pressuring the Con- 
gress, phony crisis, blood money, and I would like to, if we could, 
have : reasoned-tempered reply to the presentation by my dis- 
tinguished colleague, and have that included as part of the record next 
week. 

Chairman SaLTonstaLL. The Chair would respectfully state that 
he believes the proper procedure now is to allow the members to 
question Senator Gore. It is obvious that we cannot finish this hear- 
ing tonight, and that a future time, if the Senator from Missouri 
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wishes to present a further statement, he will have ample opportunity 
to do so. 

Senator Symineton. Thank you, Mr. Chairman. As I understood 
it, there was going to be a representative of the General Accounting 
Office here, an organization which has been quoted in some detail 
but out of context. There is a report here from the Inspector Gen- 
eral’s Office of the Air Force that has been quoted, I think twice, out 
of context. I believe we ought to have a representative of the Gen- 
eral Accounting Office up here, prepared to defend their reports, and 
also the man who made the Inspector General’s report. 

| think we ought to have General Carroll before this committee so 
that we can decide once and for all whether the Air Force is mis- 
stating the facts. I think we ought to have the man who wrote the 
Inspector General’s report up here, because, knowing Inspector Gen 
erals’ reports—and I might say this is the first one I have ever seen 
in a public hearing—I think we ought to have that gentleman up here 
so we can get the facts, and so there would be no chance of misinforma 
~_ or misunderstanding from part of it being used out of context. 

Chairman Sauronstauy. The Chair would respectfully state to the 
Senator—and the Chair believes now we should finish with Senator 
Gore, and what the Senator has said we will certainly consider in 
executive session and decide what further witnesses we want to hear 
in an open session at a future date. The Chair would like to just 
ask the Senator 2 or 3 questions, and then he will turn him over to the 
other members. 

Senator Gore. Before you do so, may I say to my good friend— 
and I mean friend—for whom I have very high regard, one of our 
truly outstanding Americans, Senator Symington, who like myself 
is a freshman Senator, that I said that were I still a House Member 
I might use the term “blood money.” 

Senator Symrneron. Mr. Chairman, I fully reciprocate the feeling 
of the Senator from Tennessee. I think that what is in his heart 
is not any criticism of individuals or criticism of the Air Force, but 
the question of the entire cost-plus-fixed-fee setup. Am I correct in 
that, sir? 

Senator Gore. Not entirely. I know that there are situations in 
which it is justified, but if the Senator will recall—and all Senators 
were not present—in the early part of my statement I showed to 
what an alarming extent it has gone, and it is one of the serious prob- 
lems before the country. It isa far more serious threat to free enter 
prise than all this talk we hear about socialism. 

Chairman SauronstatL. The Chair would respectfully state that 
I think he assumes that every member of the committee is delighted 
to hear the exchange of compliments between the Members of the 
Senate. The Chair would only hope now that he would ask 2 or 3 
more questions. 

Senator Kerauver. Mr. Chairman, may I 

Senator Gorge. The chairman was going to ask a question. 

Senator Kerauver. I am not going to ask a question. Senator 
Symington said he thought some of these matters were not exactly 
correct, and what not; and, while a lot of us are here, I wonder if 
Senator Gore, knowing a lot about it, as Senator Symington does, if 
we get any differences of opinion or any differences in factual infor 
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mation, perhaps we could get that straightened out very early while 
we are here this afternoon. Would that be possible ? 

Chairman SavronsTaLy. Senator Kefauver, if all the members of 
the committee down to Senator Symington on your side of the table 
don’t ask too many questions, the Chair has a good gavel here and he 


is perfectly willing to sit and listen to any colloquy between Senator 
Gore and Senator Symington for as long as they care to go at it. 

Senator Firanpers. Mr. Chairman, I suggest that we wait until we 
reach that in due order. 

Chairman Sarronstaty. That is what the Chair was trying to do. 

Senator Hunr. I 9m sure all of us around the table are aware of 
rule 16, which says, in effect, that no Senator shall speak disparagingly 
of another Senator or of another State, and I suggest that we also 
extend that to the Members of the House. 

Chairman Sanronsrautu. The Chair has been a little disconcerted. 

The next question the Chair would like to ask is this: Yesterday 
hree times on the floor of the House I think, Senator Gore, Members 
were quoted as saying that the GAO approved this proposition. Now, 
the Chair has a report here from the GAO dated June 27, 1952, in 
which it Says: 


1 


While the investigation discloses certain decisions in the realm of opinion 
or ju’gment made by the Department of the Air Force in negotiation and 
administration of the contracts which were inevitably subject to question, no 
evidene*® has been developed which would indicate that any actions were taken 

r decisions made 


then it quotes the present Senator— 


hy the former Secretary of the Air Force, Mr. Symington, or by other responsi 
ble officials in the Department of the Air Force connected with the project 
otherwise and under proper motive. 

Now, that apparently states there was no improper motive. What 
you do isto question their judgment. Is that correct / 

Senator Gore. There was never any question of motives. It is a 
question of the advisability of the contract and the policy of which it 
isanexample, plus the operations of the contract. 

Chairman Savronstaty. In other words, your objection to this con- 
tract is that it is an example of a form of contract that you believe 
should be stopped ( 

Senator Gore. I believe the contract is bad per se, and that it is 
un example of a policy that is bad and dangerous. 

As to motives, my mother used to always tell me that the road to 
the hot place was paved with good intentions. 

Chairman SauronstaLu. Then you say that, even though the new 
Air Force Secretary and the new management of the Air Force have 
apparently approved a continuation of this contract, you still feel 
that it isa bad contract and a bad policy 4 

Senator Gore. If 1 haven't said so, I don’t know how to say so. 

Chairman Sivronsratt. You do not state that there is any false 
motive here; I mean, improper motive by anyone. 

Senator Gorr. Well, I thing you might have a degree of propriety. 
There is certainly the attitude to make all the money one can. Maybe 
ve are all afflicted with a little bit of that. ; 

I think that there is a point beyond which one ean properly make 
money out of a defense project; but, generally speaking, I do not 
allege any wrong motives. 
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Chairman Savronstaty. Then what you do say is that the people 
who contracted or worked this contract out on behalf of the Govern 
ment, and the new Air Force people who are apparently continuing 
the contract, are not acting in the best interests of the Government, 
in your opinion ¢ 

Senator Gore. I think it is a mistake of judgment, if that answers 
your question. 

Chairman SarronsraLty. But do you think it is not only a mistake 
of judgment to have this kind of contract but do you also think that 
this particular contract is a poor horse trade from the point of view of 
the Government ? 

Senator Gore. Indeed so, particularly in that it gives a monopoly 
of one concern to develop at Government expense the know-how for 
operation of a technical facility which places them at a point of 
valuable advantage, and the Government, who has paid for all of that 
technical know-how at a point of eee 

Chairman SauronstaLyt. Do you believe then that this type of 
operation of this very technical wind tunnel should be carried out 
entirely by Government officials / 

Senator Gorr. Well, that raises a question, Mr. Chairman, of how 
I think it should be operated. I] have never undertaken to impose 
my will on the Air Force about how it should be operated. 

Chairman SALTONSTALL. Well, you listened to the testimony this 
morning. 

Senator Gore. Yes, and I want to give my opinion now, since you 
have asked it. 

I certainly do not have any reluctance to state it to a committee of 
the United States Senate. Were I] Secretary of the Air Force, 1 would 
think a long, long time before [ would pass over direct Government 
operation. “We have e xperience to go by. 

The NACA operates its own W ind tunnels. A witness was here to 
testify today. The Navy operates its own wind tunnels, I think. A 
witness is he ‘re to testify today to that effect. The Air Force operates 
its own wind tunnels at Wright Field. 

Now, there may be a need to make some concessions, as I said, to 
vet some technicians and scientists in. If so, I am willing to do it. 
We can pass a bill giving some exemption from civil-service require 
ments and salary limitations just as easily as we can pass the bill 
before the committee, but I listened to the salary schedule which 
General Sverdrup gave here, and as I listened I didn’t hear the salary 
of but one man, one who was beyond the level of civil-service salaries. 

Now, there may be more. I may be in error on that, but as I 
listened I didn’t hear but one: and, though it is not important to 
cite this, I might say that that one left the civil-service job and 
went to ARO. It happened, Mr. Chairman, that one of the things 
which called this to my attention was that one man. 

And I concur in your high regard of former General Farrell. He 
is a good American. He is Assistant Director of the Atomic Energy 
Commission. As a Member of the House, I had the privilege for the 
last 5 years of conducting all the House Appropriation Committee 
hearings on the atomic energy budget. 

General Farrell was appearing across the table from me in the 
hearing of my committee. He was emp deena I heard no dis 
satisfaction on his part with his employment—by the Atomie Energy 
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Commission at $17,500. ARO employs him at $30,000. Now, we 
pay for both of them, you see; but, even though it is necessary to 
pay the $30,000, I am not raising any objection. 

It does show the leeway they have; but, even though it was neces- 
sary for them to pay 30 or 40, I am willing to give them that excep- 
tion. but I would vo a long time before I would leap over the sue- 

sful experience of 3 Government agencies in direct Government 
operation. We then get what we pay for and what know-how is 
developed at Government expense belongs to the Government. 

Now, if that were not possible, then I would think of the recom 
mendation of the two technical boards appointed for the purpose of 
studying the problem ot operating this project. Dr. Van Karman’s 
board, after studying it—I don’t know how long, a few months— 
came back with his recommendations and then another committee—— 

Chairman SALronsTaLL. On the floor of the House, if I might inter- 
rupt, yesterday both those points were stated as meeting with ap- 
proval in this contract. 

Senator Gore. I would like to state that I talked to Dr. Markham 
up at MIT this morning. He told me that under present circum- 
stances he favored continuation of the ARO contract, but he said 
that did not mean that he did not think the original recommenda- 
tion of his board was the wise way to do it. 

Now, my first choice would be direct Government oneration. I 
would think about the other. The last thine I would do, the last 
resort, would be to give to one concern a grip on a vital national 

tallation. 

Chairman SatronstatL. May I ask one more question. You stated 
that you were on the Atomic Energy Committee. Is it not true that 
the atomic energy plants are oper: ated by private concerns on a form 
of contract, cecieaall them on a dollar basis ? 

Senator Gore. That is true. 

Chairman SarronstaLy. Do you draw a distinction between this 
technical operation and that technical operation ? 

Senator Gore. It is true, and for a long time I tried to get at the 
problem. I held a long hearing that was never printed. It becomes 
so technical, so involved, that it was difficult to develop a policy. 

Right now, they have such complic: ated accounting procedure, the 

taxpayers of the United States are pay ing a part of the office expenses 
of the president of the du Pont Co. That is how the cost is allocated 
all through their system. I have no purpose in raising that question 
except to indicate that I have studied it and I tried to get at it. I 
un sorry I never was able to reach a conclusion. This problem before 
us now, though, is so simple I could understand it. 

Chairman SaLronstauu. In other words, just to repeat, the basis of 
your objection to this contract is not anything that is dishonest or any- 
thing of that character. It is rather that the contract itself is wasteful 
and was badly worked out; and, secondly, you are very much opposed 
to the policy. Isthat a fair statement ? 

Senator Gore. Excuse me. I was reading a note. I was trying to 
read the writing of my former colleague of the House. I am sure 
since he has been promoted to the Senate he has learned to write more 
legibly. 

Chairman SaLronstauu. My final question is, to sum up, you do not 
say there is anything dishonest in this contract. What you do say is 
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it was fully negotiated, it is wasteful, this specific contract, and you 
strenuously oppose the policy of the cost-plus-ftixed-fee contract / 

Senator Gore. I think that is a re: asonably fair statement of 1 
position. 

I might say, I do want to say since you brought up the question 
of the Atomic Ene rey Commission, I did find one cost- plus operation 
somewhat similar to this. That was the Roan Anderson Corp. for 
the operation of Oak Ridge. There, too, a corporation was created 
for the sole purpose of obtaining the contract. 

Chairman SAuronstTautu. The Chair says with a smile he is quite 
familiar with that contract. That is for operating a municipality and 
not for operating a technical facility. 

Senator Gore. Oh, it was far more than a municipality. It was all 
of the problems of Oak Ridge except the plants themselves. 

Anyway, to make it brief, I raised the question and made a fight 
that lasted 2 years. Oh, dire consequences were suggested that would 
follow my efforts. In the Tennessee papers there were boxcar letters 
one time of a statement fro.a Commissioner Pike that my action 
would destroy the atomic-bomb program. That is a little disturbing 
to a Member of ¢ ‘ongress, you know. 

Finally we struck out the cost-plus contract. Citizens from Oak 
Ridge were in my office during the recess of this committee. They 
told me that it was operating far more efficiently and satisfactorily, 
and I know from my experiences on the Appropriations Committee it 
is far more economical. I did not let those problems go untouched. 
I tried to do what I could about them. 

Chairman Savronsrau.. Before turning to the next question, is 
there any objection on the part of any member of the committee if the 
committee permits Mr. Talbott, who is secretary of the Air Force 
and who has many other activities, to go? Obviously, we are not going 
to get through with this matter this afternoon. 

We perhaps might hold the counsel and Mr. Gardner and let every 
body else go unless there is obje ction. 

Thank you, Mr. Talbott. We will let you know when the next hear- 
ing occurs. 

Senator Kerauver. Mr. Chairman, does Senator Gore have any 
questions he wanted to ask Mr. Talbott / 

Chairman SauronsraLL. The Chair does not believe there will be 
time this afternoon, Senator Kefauver, if we go right down the line 
here. It will be 5 o’clock, and I think we will have to quit at that hour. 

Senator Gore. | apprec late the courtesy of Senator Kefauver. I 
think the issue is fair ly well joined both as to the spec ific contract and 
the broader and more import unt question of policy 

Chairman Sauronsratt. Then there is no objection to letting Mr. 
Talbott go! 

Senator Gorr. None at all. 

Chairman Sarronstati. Thank you, Mr. Talbott. You may take 
with you everybody but Mr. G: irdner and your counsel. 

Senator Kefauver, have you any ee: 

Senator Kerauver. Yes; I do have one or two. Mr. Chairman. 

Senator Gore, on page - 3 of your statement where you quote the 
testimony of Mr. Lindsay Warren, it says ~ is bound by law to pay 
certain accounts, and it has been so held by the courts. You have 
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quite a little experience in this matter. Would you relate that to any- 
thing in the present contract 4 

Senator Gore. Senator Kefauver, I asked the chairman of the com- 
mittee to Invite some representatives of the General Accounting Office 
here for the purpose of answering in more detail than I am capable 
of doing the difficulties that GAO has in exercising surveillance over 
the expenditures of cost-plus contracts. I really think that you could 
get a more intelligent answer from them. 

(No Statement filed by Mr. Frank H. Weitzel appears as an appendix to this 
record 

Senator Kreravver. May I ask this. There has been a great deal of 
dispute about whether in this contract there is any percentage matter 
figured. You have the original contract there. Can it be made an ex- 
hibit, Mr. Chairman?’ Can this original contract be included in the 
hearings here, or made an exhibit / 

Chairman SALToNsTALL. It will be received as an exhibit. The Gen- 
eral Accounting statement is very large, and the Chair believes it 
would encumber the record tremendously. 

Senator Gore. I will submit the contract for the same purpose. 


( Nov! These documents are retained in the committee files. ) 


Senator Krravver. Does the contract say anything about any per- 
centage basis on the face of it or anywhere ¢ 

Senator Gore. I believe so; ves. I know so. I can turn to it and 
read it if you would like me to. 

Senator Keravuver. I think that is a very important consideration 

Senator Gore. Yes: section 4: 

The Government will pay the contractor upon satisfactory performance of 
the services specified in this contract the costs as outlined in clause 3 hereof, 
plus a fixed fee for the year beginning October 1, 1951, and ending September 30, 
1952, of $95,000, being approximately 3 percent of the total estimated cost of 

lion for management, operation, and maintenance expense for said year. 





Senator Keravuver. In the report made by Mr. James Wise is that 
what we know of as an Inspectol general's report ( 

Senator Gore. Yes: that is similar to a report to which reference 
was made in the House hearing of day before yesterday. 

Senator Symington, who is unfortunately away, made some refer- 
ence that this was the first time he had heard public mention of an in- 
spector general’s report, or some such remark. It was done by the Air 
Force itself day before yesterday. 

Senator Kerauver. In the House hearing ? 

Senator Gore. Yes. 

Senator Kerauver. Well, now, Mr. Wise—according to your state- 
ment on page 10—was sent by the Air Force, and he said unless they 
showed some improvement by October 1952, they should look for 
another contractor. What were the conditions that he recited, or why 
did he say that? What is in the report that brought him to that 
conclusion ? 

Senator Gore. I believe you have the report there. 

Senator Krrauver. No; I haven't the report. I just have your 
statement. 

Senator Gore. I can find a few of the things very readily. 

Senator Kerauver. Mr. Chairman, I ask, is that something that 
should be in executive session, the details of the inspector gveneral’s 
report ¢ 
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Chairman SauronsTatL. The Chair would state he believes that 
the committee should vO over those in executive session. He has not 
himself studied them, so he does not know what is in them, and doesn’t 
know whether they should be made open or kept closed for security 
reasons. If the Senator could defer that question, we will try to have 
an answer next week. 

( Notrrt.—The record referred to was declassified and appears as ab 
appendix hereto. ) 

Senator Gore. Mr. Chairman, may I suggest that the committee 
might want to consider a later inspector general’s report, which 1] 
understand was made about last December. Now ] requested a copy 
of that. I was unable to get it except certain portions favorable to 
ARO. 

I got a summary statement delivered last night. Other parts of 
the report had not been unclassified, but if the committee would go 
into executive session, I am sure that this report could be considered, 
and Mr. Gardner in his testimony before the House committee stated 
that the most recent inspector general’s report pointed out certain 
deficiencies which Mr. Gardner said had been or were in the course 
of being corrected. 

(The summary appears below :) 


SUMMARY OF FINDING—INSPECTOR GENERAL’S USAF Report ON PROCUREMENT 
INSPECTION AT AEDC 


1. Extensive inquiries were made into the internal operations of ARO in order 
to evaluate the performance of the contractor. From these inquiries it was 
determined that: 

(a) ARO’s organizational structure was essentially sound 

(b) The contractor had developed a recruitment program during the initial 
phases of organization which had resulted in a highly qualified and capable staff 

(c) The educational and experience backgrounds of key technical personnel 
were excellent 

(7) Review of ARO budgets disclosed that the major portion of funds paid to 
ARO was for personal services. 

2. The training program for junior engineers was effective in building up a 
well-qualified and integrated work force. These engineers upon completion of 
training were assigned to the technical units within ARO 

3. ARO’s accomplishments were commensurate with the expenditure of AF 
funds under its contracts. As succeeding contracts were let, the original work 
requirements placed on ARO were expanded so that the present contract requires 
ARO’s performance in areas not initially anticipated 

4. The award of the first ARO contract in April 1950 was timely and was 
hased on the AF decision to have the contract operator grow up with the complex 
facilities. In this manner, the personnel of ARO would become familiar with 
these facilities prior to actual operation. 

5. The CPFF-type of contract was appropriate for the procurement of ARO’s 
services because of the uncertain nature and scope of the work required of 
the contractor. 

6. The fixed fees paid to ARO were not unreasonable. On all ARO contracts, 
the average fixed fee was approximately 2.8 percent of the estimated costs and 
3.6 percent of the actual costs. Although an exact parallel to the ARO contract 
was not found, comparison with the most similar AF contracts revealed the 
fees ranged from 4 to 6 percent. 


Senator Kreravuver. Mr. Chairman, I respectfully ask that we do 
have that report. I want to say that I think the deficiencies that 
Senator Gore is talking about that Mr. Gardner did say had been 
corrected— 

Chairman Sarronstat.. The Chair would respectfully state, Sen 
ator Kefauver, that he has just asked General Mudge to get that. 
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Senator Kerauver. I would like to ask Senator Gore, you had many 
conversations with the Air Force and with the Secretary and Assistant 
Secretaries of the Air Force perhaps before Mr. Talbott and the new 
administration came in. The thing which has worried many of us is 
the statement of Mr. Talbott and others that to continue this operation 
in an efficient way, that this has to be stricken out, that they are not 
in a position to operate the facility down there. 

Can you give us any information about what you found out as to 
the possibility of continuing operation, from conversations you have 
had with members of the Defense Department ? 

Senator Gorr. Senator Kefauver, I hope you will excuse me if 
I do not respond to that. There is a deep difference of opinion within 
the Air Force about the ARO contract, about the manner of operation, 
as Senator Symington said earlier, and I certainly would not want to 
embarrass anyone with a superior officer or a superior official. 

I would just rather not make reference to the information and the 
opinions that have been given and expressed to me by members of the 
Air Force. I assure you there are many people in the Air Force who 
thoroughly disagree with this policy. 

Senator Kerauver. In your own mind you have no question about 
whether it is going to be a continued operation, regardless of whether 
this clause is stricken out or not? 

Senator Gore. Were I convinced that the project would stop 
operation next week unless this amendment were stricken out, I would 
be for striking it out. 

Senator Kerauver. I seem to remember, I have heard somewhere, 
that the Navy has come into this picture somewhere. 

Senator Gore. Well, I do not want to embarrass the Navy in any 
way. I asked that a spokesman from the Bureau of Naval Research 
be here today. 

It has not been my intention to ask for his opinion on this bill or 
this contract. My purpose in asking him here was to elicit from him 
the information which this committee has requested but has not 
vet received, as to how the Navy operates its wind tunnels. 

The same is true of the NACA. They can speak for themselves 
about how they operate. I would not ask them their opinion upon this 
contract or this bill. 

I might say that Secretary Floberg wrote me that were this facility 
the responsibility of the Navy, it could not only operate it, but operate 
it efficiently and effectively in direct operations. 

Senator Symineron. Will the Senator yield ? 

Senator Kerauver. Yes; I yield. 

Senator Symrneron. The contract of ARO, Inc., was modeled after 
the contract at Dangerfield which affects the Navy for research work. 
That is where the idea of the contract originated from. The contract 
is similar to what that contract was at that time. 

Senator Krerauver. Mr. Chairman, there seems to be some question 
about the minutes relating to General Carroll, part of which are 
quoted in here. Senator Gore, would you make an exhibit of the 
entire ne of that meeting, if you have them? 

Senator Gore. Yes; I have them. You mean the minutes of 
negotiation / 

Senator Kerauver. Yes. 
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Senator Gore. Yes. 


(Note.—The minutes appear at p. 51 of part 2 of hearings before a subcommittee 
of the Committee on Appropriations, House of Representatives, 82d Congress, 
2d sess. March 28, 1952.) 

Senator Kerauver. One question that was brought up, I notice, in 
the House hearings and also here today that General Sverdrup had 
something to say about hav ing asked for in hearing and he never did 
get it; it was something before the House Appropriations Committee. 
Do you know anything about that? 

Senator Gore. I did not know anything about it at the time the 
bill was first before the House. I have understood later—whether 
that understanding came from statements from General Sverdrup or 
by someone else I am not sure—that he had asked the chairman of 
the House Appropriations Committee to testify to appear. No such 
request came to me, and I had no knowledge of any such request. 

Senator Kerauver. Did you ever get a request or a letter? If you 
had gotten one, I am sure you would have invited him to testify / 

Senator Gore. I can’t say what I would have done. That is on a 
pattern of my usual conduct. 

Senator Kerauver. You were the one that was raising the question, 
and I just ee why no request was made of you to testify. 

Senator Gore. I don’t know. I am sure that General Sve rdrup 
thought that he was communicating with the proper party, and I 
should say he did do so, if he communicated with the chairman of 
the committee. 

Senator Symrnoton. Will the Senator yield ? 

Senator Kerauver. General Sverdrup said he made a request, and 
1 understood you made it of the Senator, then Congressman Gore. 

Mr. Sverprup. May I answer that question, sir? 

Senator Krravuver. I think we ought to get that cleared. 

Mr. Sverprur. Senator Kefauver, not knowing very much about the 
procedure of either Congress or the Senate, this being my second 
appearence here, I was under the impression you addressed your 
communications to the chairman of the committee, so I therefore 
wrote a letter to the chairman of the House Appropriations Commit 
tee, Mr. Clarence Cannon, on the 26th day of March, which is quoted 
in the hearing before the Senate Appropriations Committee, request- 
ing we be heard, and said the only notification we have had and the 
only thing we knew about it was statements in the newspapers, and 
that we thought we had a right to come in and defend ourselves. 

Senator KEFAUVER. sha didn’t mean any inference that you re- 
quested either, orally or by letter, Senator Gore, who at that time was 
the Congressman, and the chairman of the subcommittee, that you be 
allowed to testify / 

Mr. Sverprvup. I didn’t know, sir, he was chairman of the subcom- 
mittee. 

Senator Gore. As a matter of fact, | was not. I was only acting 
chairman. 

Mr. Sverprup. He was neither chairman of the subcommittee, nor 
chairman of the committee. Mr. Mahon was chairman of the subeom 
mittee, and Mr. Cannon was chairman of the committee. I addressed 
my letter to the chairman of the committee. If I am wrong in that, 
[ am sorry. 
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Senator GorE. | think he is right. 

Senator Keravuver. Did you follow it up with any oral request ¢ 

Mr. Sverprup. Yes, sir; we followed it up with telegrams and addi- 
tional letters, and on the 9th day ot April it was stated on the floor 
of the House that we had not requested any opportunity to be heard. 

Senator SyMincTton. Who said that? 

Mr. Sverpruv. Then Congressman, now Senator, Gore answered 
that to Mr. Taber that to the best of his knowledge we had not re- 
quested any op portunity to be heard. 

Senator Gorr. To the best of niy know ledge. 

Senator SYMINGTON. The Senator said to the best of his know ledge, 
and I am sure that is exactly correct. 

Senator Keravuver. | yield to Senator Flanders. 

Senator Fuanpers. I thank the Senator from Tennessee. It is neces- 
sary for me to go shortly. 1 will try, Senator, to make my questions 
( lear and brief. 

a on page 7 of your statement you use rather strong language. 
Part o . however, Is quoted from the House, and you have excused 
yourse Ifo on the strength of that language when Representative George 
Mahon said that they would have the Government by the throat. 
Down here a little further in the second full paragraph you indicate 
that the taxpayers of the United States will have nothing to show 
for it except a hopeless disadvantage. 

Is it your idea that ARO is accumulating knowledge and e xper ience 
and holding it tight and not div uleging it tothe Government? That is 
what seems to be inferred by these phrases. 

Senator Gore. The technical personne] accumulated, according to 
the testimony of General Sverdrup, are employees of ARO, not the 


Government. To what extent the Government has access to the 
knowledge, I do not know. I take it. it has full access, but access 


to written reports is one thing. 

The technical know-how to operate a complicated machine and read 
the meters, the various indexes of altitude pressure and supersonic 
pressures, is quite another thing. That technical know-how would 
be In the possession of the employee or the employees. 

Senator FLANpEers. Now according to that, it would seem that the 
Department of the Air Force is in an emergency, contrary to what 
you said. e this information is held so tightly, why hasn’t it got the 
Air Force by the throat and why isn’t this an eerney: ¢ 

Senator Gore. Well. actu: ally the Air Force says now it knows not 
where to turn. My point is, if in the very infancy of this project, be- 
fore it is even ready to test and operate, we are in — situation, it is 
time to correct the situation now, not wait until it is so bad that it is 
hardly subject to correction. 

Senator FLanpers. I might savy that I am somewhat familiar, not 
by direct experience, but not more than secondhand, with research of 
this nature. 

I am a member of the corporation of the Massachussetts Institute 

‘f Technology, and I have been kept informed of many of the projects 
ae h they have carried out which have been carried out somewhat 
along this same basis. Not entirely, however, and I will guarantee 
that this reading of instruments and calibrations of tunnels and rec- 
ords and experience and know-all can be duplicated. This outfit does 
not have the Air Force by the throat. It might have it. It might 
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take 2, 3, 4, 5 months to get going again, but there is no monopoly 
here, and of that I am very sure indeed. 

Now just one other thing, Mr. Chairman. The question as to the 
form of this agreement is one which I would want to study further 
before I was moved to either approve or disapprove it, but I do not feel 
that personally L am in any position tO Say whether the payments 
made to ARO are presently excessive or prospectively excessive, On 
the basis of the type of agreement, until and unless I have seen con 


ARO. Then I could presumably form an opinion. 


densed operating profit and loss and balance sheet statements of 


On the basis of the general conversation we have had around this 
table, | can’t form the slightest Opinion. They nia be either excessive 
or they may be very reasonable indeed, and I would like to suggest, 
Mr. Chairman, that those documents be made a part of our material 
at our disposal. That is all 1 want to say. 

Mr. Sverprup. May | be permitted to file this statement showing 
the operations ¢ 

( hairman SALTONSTALL, lor the sake of the record, General Sver 
drup presents what he states is a prelim nary financial report ot ARO 
Inc., dated December 1952, by B. R. Smith. 

Mr. Sverprup. B. R. Smith is the name of the vice president. 

Chairman SartonstatL., We will keep that as a part of the record 
along with the other papers. 

(‘The document above referred to is as follows:) 


SCHEDU!I ] 1RO, Ine., pre liminary balance sheet, Dee tT, 1952 


ASSETS 
Current: 

Cash $168, 858. 12 

Rece Vables, net NOS, BOF 


Total current 672, 163. 94 


Fixed : 
Office furniture, less reserve for depreciation 216. 60 
Automobiles, less reserve for depreciation 1, 821. 8 
Total fixed 2. O88. 45 
Miscellaneous: Deferred charges 6, 057. 17 
Total assets 680, 259. 56 


LIABILITIES 
Current: 


Payable and accruals : 427, 327. 03 
Accrued Federal income taxes (estimated) 1, 700. 00 
Total current 4179, 027. 03 


CONTINGENT RESERVES 
Reserve for contingent liabilities 20. 000. OO 


Total contingent reserves 20, 000. 00 
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SCHEDULE 1 1RO, Inc., preliminary balance sheet, 


CAPITAL STOCK AND SURPLUS 


Common stock 


Earned surplus 


(issued and outstanding 1,500 shares) 


Total capital stock and surplus 


Total liabilities, reserves, capital and surplus 


Working capital 


ScHEDULE 1-A.—ARO, Ince., 


Account description 


ASSETS 
Cash on deposit . 
Petty cash —- 
Balance 


Vouchered U. S. Government 
Accounts receivable—miscellaneous 

Accounts receivable for U. S. Government 
Unvouchered U. 8S. Government 
Suspended U. S. Government 
Kkmployees merchandise stores 
Employees merchandise—Contra 


costs 


costs 


costs 
account 
Total current 
Total 


Office furniture 


Less reserve for depreciation 
Balance 


Automobiles . 
Less reserve for depreciation 


Balance 


Total fixed 
Travel advance 
Deposits 
Returnable containers 


Total deferred charges 


Total assets 


Dec. 3], 


Preliminary detail balance sheet, 


1952—Continued 


$150, 000. 00 
31, 232. 53 


181, 232. 53 
680, 259. 56 





. 193, 136.91 


Dec. 31, 


1952 


$168, 258. 12 
600. 00 


168, 858. 12 


273, 394. 85 
1438. 45 
459. 98 
229, 264. 35 
43.19 
984. 84 

(984. 84) 

503, 305. 82 





672, 163. 94 


dla 


298. 25 
81. 65 


216. 60 





3,010. 94 
1, 189. 09 


1, 821. 85 


2, 088. 4i5 








704, 96 
4, 928. 76 
423, 45 





6, 057. 17 


680, 259. 56 
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SCHEDULE 1—A. 1RO, Inc., preliminary detail balance sheet, Dee. 31, 1952—Con 
Account description—Continued 


LIABILITIES 


Accounts payable $115, 615. 33 
Accrued salaries and wages 85, 882. 65 
Federal income tax withheld 39, 014. 95 
Accrued workmen’s compensation in 

surance - 6, S70. 60 
Uther income tax withheld 36. 49 
Employees’ OAB tax deductions 3, 665. 38 
Accrued unemployment tax—State 15, 744. 63 
Accrued unemployment tax—Federal 5, O76. OT 
Accrued OAB tax , 3, 497. 41 
Employees’ group insurance deductions (148. 23) 
Accountable to U. S. Government 2, O71. 75 


Notes payable 200, 000. 00 


Payable and accruals__- 427, 327. 03 
Accrued Federal income tax (estimated) 51, 700. 00 
Total current — : 479, 027. 03 


CONTINGENCY RESERVES 


Reserve for contingent liabilities $20, 000. 00 


CAPITAL AND SURPLUS 


Commoon stock $150, 000, 00 
Earned surplus 31, 232. 53 


Total capital and surplus 181, 232. 53 


Total liabilities, reserves, capital, 


and surplus__- 680, 259. 56 
Current assets $672, 163. 94 
Less current liabilities 479, 027. 03 
Working capital $193, 136. 91 


SCHEDULE 2.—ARO, Inc., preliminary statement of profit and loss, Dec. 31, 1952 


December 1952 1952, year to date 
Amount Percent Amount | Percent 
Fixed fee, U. 8. Government $9, 166. 66 100. 00 $98, 750. 00 100. 00 
ARO, Inc., costs 1, 607. 10 17. 53 20, 475. 45 20. 73 
Profit before taxes 7, 559. 56 82. 47 78, 274. 55 | 79. 27 
Provision for Federal income taxes 14, 800. 00 161.45 51, 700. 00 52. 35 


Net profit to surplus. .._.. » (7, 240. 44) (78. 98) 26, 574. 55 26. ¥2 








{RO, 


Tne 
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statement of operating costs, Dec. 31, 1952 


Det 
7 f 
244 
H48_89 
814.8 
166. 9 





) M 
1 
Dec I 
$833. 32 
169 
169. 7 
Hole ty 
52.10 
Nf ) 
152.8 
107 4 
274.3 





» O68 
59Q 99 
14 ’ 
0) 
4.49 
49. 00 
770. OS 
AF 
Oct 
0, 1952 
be 
$23. 88 
260, SS 
494. 61 
8, 64 
1650. 91 
17. 28 
673. 20 
2. 96 
81. 88 
478.19 
632. ¢ 
O45. 04 l 
0. 00 
200. 00 
510. 00 


l, 


$2, 499. 96 


16, O76. 43 





76° 090. 27 

10. 005. 09 
S, 170. 33 
) 





71, 950 


38, 950. 67 


85, 022. 60 


sek 99 
91, 24 
1, 434. 49 
117. 29 
2, 188. 27 


40(600)-2, 


1951, to 


$9, G99. 84 
184, 574. 65 
628, 929. S50 
171, 810. 96 
407, OLS. 34 
26, 614. 20 


113 





660, 069. 93 


3, 411. 77 


611. 46 
42, 406, 42 
5, 237. 98 


2, 363. 83 


54, 031. 46 
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SCHEDULE 3.—ARO, Inc., preliminary statement of operating costs incurred prior 
to Sept. 80, 1952—Dec. 31, 1952 


Contract A F 33(038)-12281, | Contract AF 40(600)-2, 








period May 1, 1950, to period Oct 1, 1951 to 
(ieanitinitioes Sept. 30, 1951 Sept. 30, 1952 
December To date December lo date 
Personnel expense 
Compensation insurance 737. 38 ($115.1 $5, 745. 82 
Unemployment tax 11, 107. 04 39, 075. 66 
OAB tax 5, 848. 48 91. 190. 81 
Travel expense 104, 620. 18 120. 60 139, 631. 24 
Moving expenses, employees’ families 72. 15 19, 137. 61 610. 02 50, 736. 25 
Employees’ pension plan 31, 692. 00 
Advertising for personnel 1, 241. 53 1, 287. 07 
M iscellaneous 1, 075, Of 
Meal allowance 187. Of 187. 0 
lotal personnel expenses 72.15 142, 692. 22 802. 45 299, 620. 85 
Supplies 
Supplies, general 5, 957. 82 12, 398. 71 26 
Supplies, maintenance 837. 32 265. 04 73. 92 
Stationery, printing and office supplies 14, 381. 97 106. 11 26, 115. 77 
Postage 1, 691. 33 1.13 2, 084. 3 
Freight, express, hauling and demurrage 1, 065. 03 312. 77 
Scrap and salvage sales, credit (40. 84 
M iscellaneous 56. 50 7.76 
Total supplies 23, 989. 97 12, 770. 99 147, 811. 27 
Public utility services 
Electricity 1, 021. 68 24. 20 2, 447. 5 
Gas 729. 21 
Water 18. 
lelephone 3 16, 071. 33 65. 63 22, 754. 21 
Telegraph 819. 62 680. 43 
Total public utility services 17, 930. 58 89. 83 26, 611. 35 
Taxes and insurance other than payroll 
laxes and licenses, vehicle 8. 67 194. 7 
Real-estate and personal-property taxes 34. 50 34. 50 
State and local taxes 230. 56 50. 91 
Insurance, automobile 979. 12 350. 41 
Insurance, general 519.13 990. 7 
Miscellaneous, taxes and licenses 35, 
lennessee use tax 21. 95 1,010. 94 
Total taxes and insurance, other 1, 809. 43 34. 50 2, 667. 61 


Other 
Depreciation expense, automobile 
Rent, equipment 
Rent, real property 
Directors’ fees and expenses 
Subscriptions and publications 
Dues, trade association 





1,114. 40 





67. 58 
Dues, other 24. 50) 
Miscellanous 29, 2 339. 99 
Miscellaneous income 121.10 2. 60 
Depreciation expense, office furniture 28. 40 42. 6 
Equipment 47, 248 
Buildings and other structures 5. 000. Ot 
Undistributed costs 904. 09 (20, 967. 21 106, 416. 4 
Total other exper ses 7, 754. 59 19. 852. 81 204. 079. 92 
Total operating expenses (93, 24 777, 770. 25 0 2. 385, 892. 39 
Fixed fee earned ‘ 23, 474. 50 95, 000. OK 
Fixed fee paid 23, 474. 50 85, 500, Of 
Fixed fee unpaid 0 5M). 
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ARO, Inc., statement of operating costs, Dec. $1, 1952 


Contract AF 40(600)-2, supplement period Oct, 1, 1952, to Mar. 31, 1953] 


December 
Classification = puiaiaieiemenlinitinnda 


Month To date 


Personnel expense 





Compensation insurance $2, 343. 29 $3, 735. 
Unemployment tax 6, 855. 67 16, 458 
OAB tax 3, 493. 47 8, 295 
Group insurance 2, 485. 60 7, 005, 


lravel expense 9, 527. 79 24, 523 





Moving expenses (employees’ families 7 } 1, 986. 69 3, 807. 
Advertising for personnel 793, 86 1, 161 
Miscellaneous 2. 00 2 


Total personnel expenses. - 27, 488. 36 64, 990. 


Supplies, materials, and equipment 





Supplies, materials 16, 889. 17 27, 345. 
Printing and reproduction 271. 54 1, 397 
Postage 300. 00 600 
Equipment 86. 50 305. 
lotal supplies, materials, and equipment 17, 547. 21 29, 648 
Public utility services 
Electricity 298. 35 | 559. 
relephone and telegraph 676. 24 , 241 
Total public utility services. 974. 59 1, 801 
laxes and insurance, other than payroll: Tennessee use tax 471. 50 684 
Total taxes and insurance, other than payroll 471. 50 684 
Other | 
Depreciation expense, automobile 62.72 188. 
Rent, equipment baeueees 1.00 ] 
Rent, real property 1, 552. 61 3, 102. 
Directors fees and expenses 400. 00 800. 


Dues, others 5 | 70. 00 341 


97 
87 
07 
83 


. 62 


50 
45 
00 
31 


32 
99 
00 
02 


33 
49 
71 
20 
39 


39 


16 


- 00 


61 
00 


. 63 


Miscellaneous income 1. 06 —1.06 
Depreciation expense, office furniture 3. 55 10. 65 
lotal other expenses 2, 088. 82 4, 442. 99 
Total operating expenses ‘ 337, 870. 55 888, 778. 09 
Fixed fee earned 2 27, 499. 98 
Fixed fee paid ‘ 16, 500. 00 
Fixed fee unpaid. -- - i aa 10, 999. 98 
1RO, Inc., corporate officials’ statement of expenditures, Dec. $1, 1952 
[Contract AF 40 (600)-2, supplement, Oct. 1, 1952, to Mar, 31, 1953] 
December 1952 To date 
— " 6-months 
. . budget 
Expendi . Expendi- ca 
tures Budget tures Budget 
Personal services $1, 233. 32 $1, 250 $3, 299. 9¢ $3, 250 $6, 750 
I el 145. 99 125 167. 84 375 750 
I 1 taxe sur e and pension 68 50 3.98 150 300 
Total ; 1, 378. 63 1, 425 3, 471. 78 3, 775 7, 800 
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4RO, Inc., preliminary schedule of miscellaneous nonreimbursable costs, Dec. 
$1, 1952 


Payee Detail Amount 
Sverdrup and Parcel Miscellaneous expense, General Sverdrup in $32. 00 
Washington, D. C 
Sverdrup and Parcel Carlton Hotel expense 388. 68 
State of Tennessee Refund on November use tax 54 
Schluster Floor Machine Co Loss of discount on invoice 5 
Chattanooga Belting & Supply Co do 97 
Bond-Sanders Paper Co do 10. 73 
Socony-Vacuum Oil Co do 84 
Total 433. 19 
To be collected from vendors 


ScHEDULE 4.—ARO, Inc., preliminary statement of operating costs, nonreimbursa- 
ble, Dec. 81, 1952 


Expense classification ae = othey 

Salaries and wages, technical and staff $165. 39 $165. 39 
Outside services, legal, medical, and accounting | 5, 439. 81 
r'ravel expense | 18. 00 1, 249. 80 
Moving expense, employees and families 713. 16 
relephone 24. 74 221. 59 
Telegraph 12.44 
Donations 100. 00 
Entertainment 89. 78 512. 94 
Subscriptions and publications 47. 26 
Dues, trade association | 20. 00 
Miscellaneous (detailed schedule attached) 433.19 7, 618. 06 
Interest expense 875. 00 4, 375.00 

Total 1, 607. 10 20, 475. 45 


Chairman Sarronstratu. Have you any further questions ! 

Senator FLanpers. No. 

Chairman SatronstaLu. The chairman would hope members of the 
committee will stay for a few minutes. When we go into executive 
session there are one or two important things not related to this bill 
to take up. 

(Whereupon, at 5 p. m., the committee proceeded to the consid- 
eration of other business. ) 

(The committee subsequently met in executive session on April 1, 
1953, at which time it unanimously reported the bill. The commit- 
tee report is shown below :) 


[S. Rept. 185, 83d Cong., 1st sess. ] 


REPEALING APPROPRIATION RESTRICTIONS ON ARO, INc., FOR OPERATION OF THE 
ARNOLD ENGINEERING DEVELOPMENT CENTER 


The Committee on Armed Services, to whom was referred the bill (H. R. 
4130) to amend title V of the Department of Defense Appropriation Act, 1953, 
so as to permit the continued use of appropriations thereunder to make payments 
to ARO, Inc., for operation of the Arnold Engineering Development Center after 
March 31, 1953, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass 
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HISTORY AND BACKGROUND 


The Arnold Engineering Development Center was authorized by Public Law 
415, approved October 27, 1949. Since that date, it has been under construction 
at Tullahoma, Tenn. 

This center is a part of a master unitary wind tunnel plan which is designed 
to provide the testing tools required to achieve in the United States continued 
air supremacy. The center will provide needed facilities for development, test- 
ing, and evaluation of aircraft, missiles, and propulsion systems in the transonic, 
supersonic, and hypersonic range. 

The necessity for an aeronautical test center of this type is recognized by a 
variety of different agencies of the Government, as well as by expert technical 
groups from the industrial and scientific fields. Both the President’s Air Policy 
Commission and the Congressional Aviation Policy Board urged prompt and 
continuing attention to the creation of research and testing facilities which would 
enable the United States to stay abreast of developments in this field. 

The Department of Defense appropriation bill for fiscal year 1953 contains a 
proviso to the section of the bill dealing with Air Force research and develop- 
ment appropriations, which proviso prohibits the Air Force from making any 
payments out of such appropriated funds to ARO, Inc., the corporation operating 
the Arnold Engineering Development Center. This proviso was inserted into 
the fiscal vear 1953 military appropriations bill during the last days of the 82d 
Congress as a result of congressional criticism of the Air Force for its decision 
to have the center managed and operated by this particular contractor under a 
cost-plus-fixed-fee contract. 


PRESENT STATUS OF THE CENTER 


At the present time, $169,500,000 has been authorized and appropriated for the 
design and construction of this facility. The center consists of three principal 
test facilities: The gas dynamics facility, the engine test facility, and, the pro- 
pulsion wind tunnel plus essential supporting utilities. The first of these 
facilities, the engine test facility, will be ready for calibration in September 
1953. The ARO, Inc., contract for the operation of this facility has been in force 
since April 22, 19650. 

When the center is completed, it will represent a national asset for the develop- 
ment of basic data and technical conclusions in the fields mentioned. Inasmuch 
as these data may alter the entire course of progress in these fields, it is vital 
that the quality be the best obtainable. Each separate test facility represents 
a pioneering effort in the fields of mechanical and electrical engineering. The 
motors, compressors, and dynamometers are reported to be the largest ever 
designed and constructed. Almost every component of the tunnels, as well as 
the tunnels themselves, fall into this “high degree of difficulty” development 
area. For these reasons, it has been necessary to recruit the best quality techni- 
cal and scientific personnel available in the country and have them on the site 
being trained and to assist with the solution of the applications problems related 
to this complex equipment. 

Secretary Talbott, testified that both he and his assistant for research and 
development have visited the Tullahoma site and have reviewed with the Air 
Force and with contractor personnel various aspects of the programs and, of the 
efficiency of the operation. Their study of this subject has included questioning of 
operating ratios, quality of personnel, pay scales, possible overlapping and dupli- 
cation within the ARO organization, and between the ARO personnel and the mili 
tary. They have also reviewed other aspects of the operation, such as the method 
of contracting and control of expenditure of funds, and report that, in their opin- 
on, the contractor is performing his services more effectively and efficiently than 
could be expected in view of the serious planning and morale limitations enacted 
by the S2d Congress It is further their opinion that the quality of the techni- 
eal personnel which the contractor has recruited vindicates the Air Force's 
judgment in the original selection of this contractor. 

It is noted in reading the record of previous hearings on this subject that a 
portion of the problem appears to be one of whether or not the Air Force should 
use a private contractor to increase its capability for performing its mission. 
\ further question has been whether or not, when such a private contractor is 
used, a fee should be paid The committee is aware that the present Air Force 
policy is to use private industry where needed to increase its capability for 
performing its task Further, it is the Air Force policy, that when such con- 
tracts are made with industry, a profit should be paid for services rendered. 
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The use of a contractor has permitted the Air Force to acquire a high de- 
gree of competence in those people who are charged with the operation of these 
facilities. If the Congress sees fit to leave the proviso in Public Law 488, 82d 
Congress, the Department of the Air Force will be placed in a very difficult 
situation with respect to completing this essential program. - Probable serious 
adverse effects on the operation of these facilities are: 

Delay in operating facilities. 

Delay in completing the construction program. 

Adverse effect on other research and development activities. 

Adverse effect on Air Force requirements. 

Adverse effect on morale of surviving organization. 

In order: to assure continuity of effort for the present, the Air Force has 
proceeded with plans to make an interim contract with Sverdrup & Parcel for 
the operation of the center on a no-fee basis for a period of 4 months. How- 
ever, proponents of the proposed legislation have pointed out that there is 
unrest and a lowering of morale as a result of the restrictive appropriation 
language which will result in the loss of highly competent people unless im 
mediate action is taken by the Congress to rescind the restrictive language. 


DATA CONCERNING THE ARO CONTRACT 


Since April 1950 ARO, Inc., has held cost-plus-fixed-fee contracts with the 
Department of the Air Force to manage, operate, and maintain the Arnold 
Engineering Deveiopment Center in Tennessee. The present contract expires 
March 31 

Under this type of contract the work is performed at cost, which is estimated 
and agreed upon in advance, and a fee is fixed for the services of the contractor 
This fee does not change even though actual costs may vary from the estimate. 

rhe fees awarded ARO, tne., for 3 contract periods total $173,474.50. Of this 
gross income approximately $75,000 goes back to the Government in Federal 
income taxes 

Under this type of contract certain costs are not reimbursed by the Govern 
ment. These costs include donations, charitable contributions, interest charges 
and the like During its 3 vears of operation ARO, Inc., will have absorbed 
from its gross fees more than $33,000 of such charges 

A reserve for contingent liabilities has been established in the amount of 
$20,000 leaving approximately $45,000 as earned surplus. 

Thus, the corporation will have had an average annual net income of $15,000, 
and in the event no contingent liabilities materialize, this net income will still 
average less than $22,000 a year. 

The total of agreed estimates of cost for the 3 contract periods is $6,098,580. 
In addition to the responsibility of administering these amounts, ARO. Ine., 
has the contractual responsibility for the management, operation, and mainte- 
nance of complex multi-million-dollar aeronautical test facilities which are with- 
out parallel. 

Che corporation presently has approximately 1,000 employees, many of whom 
are scientists and technicians with rare skills 

ARO, Ine., has a paid-in capital of $150,000 and has established $350,000 in 
credit with a major Tennessee banking institution During its 38 years of opera- 
tion, no dividends have been paid 

The following condensed résumé of a hearing before a subcommittee of the 
Senate Committee on Appropriations held during Senate consideration of this 
matter in March 1953, is pertinent: 

“Arnold Engineering Development Center (AEDC) is a central facility owned 
by and being constructed for the Department of the Air Force. Its purpose is 
to provide facilities for test and evaluation of aircraft, missiles, and propulsion 
systems in the transonic, supersonic, and hypersonic ranges. In addition, 
‘ it also has an engine test facility, the purpose of which is to provide testing 
facilities for commercial contractors developing engines and other methods of 
propulsion for the Department of the Air Force and other Government agencies 
conducting research and development in the field of aeronautics * * *. 

“The importance of AEDC is indeed great. The research and test data and 
evaluations which its facilities will make possible could be the key to mainte- 
nance by the United States of air superiority in this very fast-moving field where 
superiority is so essential to defense and survival It is of the utmost importance 
that the facilities be completed and placed in operation at the earliest possible 
time * *. The optimum utilization through effective management and opera- 
tion is of equal importance to the facilities themselves.” (Air Force statement.) 


J 
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SUMMARY 


In 1949 Congress authorized the construction of AEDC in Public Laws 415 
and 430, following which, in April 1950, the Air Force requested Sverdrup & 
Parcel, Inc., to manage and operate AEDC. Sverdrup & Parcel, Inc., consented 
to perform these services and at the suggestion of the Air Force a subsidiary 
corporation was organized for that sole purpose. It was named ARO, Ine., a 
contraction of Arnold Research Organization. 

ARO entered into a contract with the Air Force in April 1950, on a cost- 
reimbursement basis plus a fixed fee of $23,474.50 for 18 months’ services ending 
September 30, 1951. On October 1, 1951, when the contract was renewed for 
1 yeur, for a fixed fee of $95,000, ARO had 189 employees and by March 31, 1952, 
its employees had increased to 385. As of the last-named date, the total cost to 
the Government under both contracts amounted to $1,563,262.50. 


LEGISLATIVE HISTORY OF THE RESTRICTIVE PROVISO TO THE 1953 APPROPRIATION ACT 


The proviso which is herein under discussion and which prohibits further 
payments to ARO, Inc., after March 31, 1953, was enacted by the House of Rep- 
resentatives at the time it considered the Defense Appropriations Act of 1953. 
Representatives of ARO, Inc., were not heard 

The proviso was the subject of a full hearing before the Defense Appropria 
tion Subcommittee of the Senate Committee on Appropriations. Pertinent facts 
were fully examined. The panel of witnesses included representatives of ARO, 
In The subcommittee recommended that the proviso be removed, the full 
committee concurred, and was substained by the Senate. Senate-House con 
ferees were in disagreement on the matter, but the Senate receded from its 
disagreement when the conferees reported back a second time. 

In view of the foregoing, enactment of H. R. 4130 sustains the Senate position 
taken during the last Congress, but which did not prevail because of House 
opposition. 

The fact that the House has now in effect receded from its original position 
in favor of that taken by the Senate with respect to the speciic language herein 
under consideration, would therefore seem fully to warrant Senate approval of 
this bill, H. R. 4130 

The Committee on Armed Services held open hearings on the bill, and the 
evidence presented therein is the basis for the foregoing. 


DEPARTMENTAL RECOMMENDATION 


The Department of the Air Force recommends enactment of the legislation 
and advises that the Department of Defense and the Bureau of the Budget 
interposes no objection, as is evidenced by the letter of the Secretary of the 
Air Force to the chairman of the House Committee on Appropriations which 
is hereto attached and made a part of this report. 


Marcu 10, 1953 
Hon. JoHN TABER, 
Chairman, Committee on Appropriations, 
House of Representatives, Washington, D. C. 


Drak Mk. CHAIRMAN: I have spent some time studying the problems attending 
the present construction and future operation of the Arnold Engineering Develop- 
ment Center. I have inspected the installation at Tullahoma, Tenn., in order to 
have a better understanding of the whole operation. 

Several Air Force studies have been made in the past as to the best type of 
operation. The conclusions reached in those studies and by my predecessor were 
that direct Air Force or Defense Department operation is not practicable, and 
that since the facility would not be self-sustaining, establishment of a Govern- 
ment corporation is not appropriate. From the information I have received to 
date I agree with those conclusions, and it is thus my view that operation by a 
contractor is the most feasible method. 

As you know, the facility has been manager in the past by ARO, Inc., a cor- 
poration in which the controlling interest is held by Sverdrup & Parcel, Inc., 
a St. Louis firm of consulting engineers. There has been some disagreement 
as to whether or not the compensation paid to ARO, Inc., was excessive, and 
this disagreement would seem to have been the primary cause of the restric- 
tion which appears in the current appropriation act. I believe it is generally 
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agreed, however, that ARO, Inc., has done its job efficiently and that the develop- 
ment of the center has proceeded as fast as could be expected. It would be 
most uneconomical and unwise, in my opinion, to risk losing the technical skills 
and experience that have been accumulated by the organization and its em- 
ployees, if they can be retained on the basis of a compensation which is fair 
and reasonable. 

I feel that it is appropriate to continue the contractual relations between 
ARO, Inc., and the Air Force under a cost-plus-fee arrangement. The amount 
of the fee must of course be fair and reasonable and will be subject to annual 
negotiation. It will not necessarily continue to be the same in subsequent years. 
Lhe Air Force will continue to study the method of operation of the center, 
and, if in the future a more economical or effective method is found to be 
practical, the Air Force will not hesitate to make a change. 

Itis my recommendation that the restrictions in the current appropriation act be 
repealed in order to permit the continued operation of the center by ARO in line 
with the views I have expressed above 

Che Offices of the Secretary of Defense and the Director, Bureau of the Budget, 
have no objection to the submission of the attached legislative proposal, which, 
if adopted, will repeal the restrictive amendment to the Defense Appropriation 
Act of 1953 prohibiting payments to ARO, Inc., for the operation of the center 


after March 31, 1953 








I regret that this legislative proposal which I regard as so urgent is being 
submitted at s ite a date. Tam unable to say just what action will be taken 
ontinne the operation of ARO, Inec., after March 31 if the proposed resolution 
not promptly opt vy the Congress iam hopeful that 1 interim contract 
with Sverdrup & Parcel, In r the operation of the center on a no-fee basis 
can be entered into to meet the problem for several months commencing April 1 
I must state with emphasis, however, that I have no assurance whatever that 
the Bureau of the Budget and the General Accounting Office would approve 


Harotp FE. Tati 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule NXIN of the Standing 
Rules of the Senate, repeal of existing law made by the bill are shown 
enclosed in black brackets: 


“!Pupstic LAw 4S8—S2p CoNGRESS 


“(CHAPTER 630—2p SESSION 


“TITLE V—DEPARTMENT OF THE AIR FORCE 


“RESEARCH AND DEVELOPMENT 


For expenses necessary for basic and applied s« ientific research and develop 
ment, by contract or otherwise, and transportation of things, to remain available 
until expended, $525,000,000: [Provided, That no part of such appropriation 
shall be used to make any payment to ARO, Incorporated, for operation of the 
Arnold Engineering Development Center after March 31, 1953, unless Congress 
shall have directed otherwise.J” 

At the conclusion of the executive session referred to above, certain 
additional material was submitted, classified portions of which, along 
with documents too voluminous to print, are retained in the committee 
files. 

The follow ing are attached to this record as appendices : 

Statement of Frank H. Weitzel, Assistant to the Comptroller General 
Audit findings relative to specific matters concerning ARO, Inc., con- 
tained in the Office of Investigations Report No. I-17492, General 

Accounting Office 
Additional statement of Leif J. Sverdrup filed with Senate Commit- 

tee on Armed Services 
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STATEMENT OF FRANK H. WEITZEL, ASSISTANT TO THE COMPTROLLER GENERAL, 
SUBMITTED TO THE COMMITTEE ON ARMED SERVICES, UNITED STATES SENATE, APRIL 
1, 1953 


Mr. Chairman and members of the committee, we are glad to be here today 
at your invitation to discuss the subject of cost and cost-plus-fixed-fee contracts. 
We understand that the committee is particularly interested in that subject 
as it applies to contracts of the Air Force and to the contracts of ARO, Inc., 
in connection with the Arnold Engineering Development Center, located near 
Tullahoma, Tenn. 

The Department of Defense Appropriation Act, 1953 (Public Law 488), 
approved July 10, 1952, provided for research and development by the Depart- 
ment of Air Force, by contract or otherwise, but specified that no part of the 
appropriation “shall be used to make any payment to ARO, Inc., for operation 
of the Arnold Engineering Development Center after March 31, 1953, unless 
Congress shall have directed otherwise.” 

Just last week the House passed H. R. 4130, repealing this restriction. 

As background to the discussion of the ARO contracts, I would like to say 
to the committee that the Comptroller General has long been concerned with the 
nadequacies and deficiencies of cost-type contracts from the standpoint of 
protection of the Government's interests and efficient and economical operations, 
That concern grew acute during the period of multi-billion-dollar expenditures 
under this type of contract in World War II. 

The Comptroller General has consistently and unalterably opposed the general 
use of the cost-plus-a-fixed fee system of contracting. Inasmuch as it, in effect, 
practically guarantees the contractor against loss regardless of contingencies, 
it tends to make the cost of performance a matter of financial indifference to 
the contractor, thereby removing the incentive for economy and efficiency which 
necessarily would be present in a competitive lump-sum contract. It places a 
premium on such practices as labor hoarding and failure to utilize workers to 
their fullest extent, and fails to afford an adequate incentive for performance 
economies; and, in view of the board discretion generally vested in contracting 
officers in the matter of determining allowable cost, there is often an opportunity 
for collusion and favoritism at the expense of the Government. 

On the other hand, the General Accounting Office recognizes that undoubtedly 
there are instances where the lack of authority to use cost-type contracts would 
result in loss of necessary sources of production during an emergency or war 
period, or would entail the making of fixed-price contracts on an unsound basis. 
It must be recognized that the cost-type contract could have mutual advantages 
where it is necessary to commence performance before the full scope of the 
work can be determined, where the contractor is being called upon to develop 
or produce items with respect to which neither he nor the agency has had previous 
experience, or where a reasonable price cannot be determined at the outset or 
early in the production under the contract. 

Last month the Acting Comptroller General transmitted to the House Com- 
mittee on Appropriation a GAO report on a survey of the National Advisory 
Committee for Aeronautics. NACA, as a matter of policy, apparently uses the 
lump-sum contract, although it has authority to use the cost-plus-a-fixed-fee 
system. We recommended that it give more consideration to the selection of 
the proper type of contract in construction of certain novel facilities and per 
formance of research. It was pointed out that there is no one type of contract 
which will insure in every case the minimum possible cost to the Government, 
and we recommended that NACA give thorough consideration in every case to 
the type of contract to be employed—whether it be fixed-price, fixed-price with 
‘edetermination, cost-plus-fixed-fee or other cost type, or incentive contract. 
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World War IL Congress s had occasion in two instances to give con 
» the needs of the Gove ent contracting officers for more flexibility 
I n the matter warding and administering contract I refer 
\ ‘ Services Pro emen AC of 1947 and to the Federal Property 
e S ( \ 140) The s re n the principles 
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ywe rhe cts, however, do au f e of the cost 
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racte He is expected to conduct operations and determine 
‘ ti ( trative, ac ntin Md audi controls 
| ! ded \ ‘ rcumst In 
ude \ ed oral ) ( ISS ed but app 
segregated authorit ind responsibilities, properly qualified personne 
] | IM d emina policies and pre dures, adequate plan 
i t S I nting ; ad rem l ( red t needs 
In the] ‘ i ons there is nsually fom ine stem of 
ni u ng und reporting that has been installed to rd 
‘ rols needs by ma ment to insure observance and adherence to 
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cle vn Me itu I rred by contract in the 
nee of ! wo are ecards s reimbursable items of cost 
s ‘ it such authority is not unlimited and that when the con 
officer ac na way contra! » the mandate of the contract, or without 
ad fo e governil i the duty of the GAO to question his 
(‘ooperative onsult lons é een the Defense Department and the 
Acounting Office befor e of the Armed Services Procurement 
( ed in settlement of many of the questions that aré in audit 
icts in World War II 
f ion cos Vie ontract requires a timely and ef 
1 spect to contra executed by the Department of De 
1e ( ibility is pri ril odged in the andit organization of 
ti service rheir audit proce res, as reflected in their new con 
mann: generally provide for a study and evaluation of the contrac 
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anditors rhe direction of the audit « ort by the administrative 
erned to a large exte by the degree of reliance that the service 
placed upon these ntrols, giving due consideration to the proper 

n of the Government's interests 
dit subsequently made by the General Accounting Office will make max 
e of the audit performed by the administrative audit agency and the 
l erformed by the contractor's internal and extern auditors 
ork performed by these auditors, and their findings relating to the 
erforl ce and dete nation of charges, will be reviewed, tested, 
ed to the ¢ pract ble eliminate multiple lavers of auditing 
feasible and prope Additional work found necessary will be directed 
urther testing of the efiectiveness of the internal controls, and the 
detailed examination of individual transactions will be extended to 
e nece i protect the interests of the Government At the same 
General Accounting Office auditors will make constructive suggestions, 
ropriate, for the improvement or strengthening of the audit procedures 
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rh the ex imination by the General Accountil Office will not be iil 1 
oa determination of the contractor's cost through examination of vouchers and 
the allowability of these costs under the terms of the contracts It will alse 
include consideration of the circumstances under which the costs were incurred 
ind the effectiveness with which they were controlled Kor example, su nat 
ters as controls over material, property, personnel requirements and utilization 
and payroll procedures will be examined and recommendations made to improve 
such controls where appropriate The action taken on findings of the admin 
istrative agency vuditors and their recommendations will also be reviewed 

It may be said that the objectives of the audits by the administrative agencies 
and the General Accounting Office ure to see tha he contractor's activities re 
} >the contract are conducted in an efficient manner under s tabl nter 

nd that they are supported by appropriate records to enab pre 
dete ination of Costs with a minimum of repetitive detailed v« ation Phe 
I I standards o pertormance hecessary to these ( jectives are not e@aslly 
ittained and require concentrated attention, particularly in the initial phases 
hie ‘ ity The application of ese stand is Will not ily resu ne 
) e Government terms of « ts of prot ement 1 audit, but 
facilitate retinbursement of costs, financing of cont et operations, and tle 

with contractors 

N with res) ect to the ARO contract, the issue has not been raised as to whicl 
type of contract would have been better, but whether the work sl | e bee 
done direct \ } the Gover nent or by contractoi ) l ions q) ina ~ 
sap Vv question 1 ! | determin oO y t ! ement of th 
ni ed in the absence of cong! ii aire ive veithe t} \1 s 

es 1 curement \c nor the procuremen Ie ible ea I i ‘ 

i i iis Te. I { i i = | | i ‘ \ t pa ‘ 
‘ n th egard as in the i { the omic En ( ui ss W 
qirectea elect to contra witl private and pul b i ‘ i 
uXibium exte t possible 

\ t qu t of the Al ed Sery ( sul nimittee e H ( ’ e€ 

\ppropriations, the General A nting Office made and binitte to certain 
i ees of the Con ss, including com a re of its inve Sui tie 
fAK 1} 

Subsequent to this report, additional audit examination was made of certain 
pecific matters mentioned in the investigation repor n ng tr ‘ ane 

e, use of a lodge for private purpo nd the A tre program No 

idence of a pattern of improper or extravagant expenses concerning these 
matters was found This report will be furnished for the record, if you wish 

Since the committee is familiar with this problem, | will not attempt to ge 
ny further into the details at this time, but we wil! try to answer any que ons 
the embers may have 
GENERAL ACCOUNTI Orr \uDIT FINDINGS RELATIVE TO SPECIFIC MATTERS 


CONCERNING ARO, INc., CONTAINED IN OFFICE OF INVESTIGATIONS REPoRT No, 
1-17492 








The following items contained in the investigations report unde the head 
ing, “Highlights of ARO’s Ope ions” (pp. ARO 46-54), will be considered here 
n the order listed 

Travel 


Airplane hire 
Sverdrup & Parcel lodge 
Griffenhagen & Associates subcontract 
The AO training program 
ARO review of S&P designs 
RAVE! 
Tivestivgator’s findin 
1e travel of personnel division and the training program are indicated as of 
ecial sign nce ecause of the large amounts involved as related to the 
entire operation, and because certain features of ARO’s travel policy are liberal 
in relation to the policy governing travel of Government employees 


‘dit findings 


Lota harges for travel for 9 months ending June 30, 1952, are shown by the 
contractor’s records as 19, of which $2,141.74 represents a nontravel item 
improperly classified The net travel cost is $93,085.45 or 7.1 percent of total 
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expenditures of $1,282,666.32 An additional $33,962.80 was expended for trans- 
portation of household effects of employees 

Article 4 (b), subparagraphs 2 and 8 of the contract authorize travel of con- 
tractor’s employees and transportation of their families and household effects 
when first reporting for duty and when transferred between duty stations. 
Reimbursement of actual costs of transportation by common carrier, 6 cents 
per mile for use of automobiles, and $10 subsistence for each day or fraction 
thereof, is permitted under the contract provisions. 

The contractor’s travel policy has been approved by the contracting officer 
and pertinent portions thereof are included in the formal offers of employment 
made to prospective employees, usually those for key positions or trainees. 


I vtor’s travel policy provides for avel at company expense for 
prospt kev enj iovees and trainees from their homes t ot, Louis or Tulla- 
homa fi nterviews and return to their home, and, if employed, to the new 
station, and for movement of family and household effects to the new station. 
Purine such tr nd for necessary travel to anc from points of temporary 
lut while t te porary-duty points the transportation and per diem allow 
inces set forth in the contract are authorized. It is also the contractor’s policy 
that trave st be authorized in advance by the head of the department to 
whic e employee is assigned 

In addition to a review of the general ledger contract cost control account, 
the subsir ry expense accounts, and the subsidiary departmental cost accounts 


concerned, travel expense reports submitted by employees were examined to de- 
termine the purpose of the travel, its relation to the contract work and the cor- 
ectnes f the amounts allowed and paid by the contractor. Review of the con- 


tracto1 travel procedures and internal checks was made and no weaknesses 


Phe audit disclosed that with minor exceptions payments by the contractor to 
ts employees are made in accordance with the policy and within the purview of 
the contract provisions. However, 1 case of overpayment and 1 case of charging 


noncontract travel to contract costs were disclosed Goth items have been ques- 
‘ ! f dit 
The fir st payment of $52.50 representing per diem for 5144 days 
l ng which the employee was on temporary duty at the city in which he main- 
tained S home This employee had been hired with the understanding that he 


! in his home at the place where he was offered employment, Seattle, 
Wash., until directed to assume his duties in Tullahoma and that he would be 
paid per diem for approximately 60 days during which he would be required to 
perform duty at the contractor’s St. Louis, Mo., office. Upon completion of the 





duty at St. Louis the employee returned to Seattle to arrange for transfer of 
fam and household effects to Tullahoma and for temporary duty in connec- 
on with recruiting personne 
I second case was a payment of $103.08 for the cost of travel of the director 
f administration, incurred while attending the funeral of an Air Force officer. 
The ] h total cost of travel is caused by the rather remote location of Tulla- 
homa, Tenn., and by the allowances made to trainees. <A typical trainee was 
reimbursed $472.29 for expense of following travel: Home to St. Louis to report; 
19 vs in St. Louis for orientation; return to home for family and household 
effects; home to training point with family; 10 days per diem at training point 
wh ating residence. ‘To this will later be added the cost of transfer to Tulla- 
homa and a maximum of 10 days per diem while locating a residence there. 


Conclusion 

No evidence of a pattern of improper or extravagant travel was found. The 
approved allowances provided under the contractor’s policy are more generous 
than those allowed to Government employees However, they appear to be 
reasonably well in line with similar policies of other operating contractors and 
are not in contravention of the provision of the contract or applicable procure- 
ment laws 





AIRPLANE HIRE 
Investigator’s findings 
ihe report raises a question of extravagance with respect to airpiane hire, in 
that there is the possibility that the convenient availability of the airplane, and 
knowledge that its cost to ARO is on a monthly basis rather than passenger-mile 
basis, nay encourage use of the plane in situations where trips might not other- 
wise be made, or where, at least, fewer persons might make the trip. 
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{udit findings 


Included in the total cost of travel set forth in the preceding section is $12,375 
representing rental for 9 months at $1,875 per month, for a five-passenger air- 
plane. Although monthly payments were made currently during the period from 
October 1, 1951, to June 31, 1952, by the contractor, he was not reimbursed for 
the cost until June 1952. Statistical information obtained from ARO, as re- 
ferred to on page ARO-48 of the investigations report, indicates an average cost, 
ncluding salary and per diem of the pilot, amounting to 14% cents per passenger 
mile for operation of the airplane, as compared to an average cost to the Gov- 
ernment for commercial air travel of approximately 6 cents per passenger mile. 
However, this difference in cost per mile is at least partically offset by the fol- 

ing factors not measurable in specific dollar terms: 
ullahoma has no commercial air transportation. The nearest terminal is 
at Nashville, 70 miles distant. 

2. While rail travel is fairly good north and south there is no east and west 

iil line 






3. Plane travel was used for the most part between Tullahoma and St. Louis. 
Flving time was approximately 2 hours or about the time needed to travel to 
he Nashville Airport, from Tullahoma by automobile 


$!. Salary rates of most travelers were in excess of $3 per hour 

rravel-expense reports of the pilot list the passengers carried on the plane. All 
reports of such passengers were examined to determine the necessity for and 
reasonableness of their travel. It was noted that on a few occasions employees 


vere carried on personal business. This was done only when the plane was 
earrying other authorized travelers and the failure to transport the nonofficial 
raveler would not have reduced the cost to the contractor or the Government. 
The personal travel, in most cases, was that of employees from St. Louis whose 
transfers to Tullahoma were contemplated and the trip was made in the interest 
f locating a residence In other cases where official travel was performed but 
not travel-expense report was submitted, the traveler completed the trip in 1 
day and no per diem or other reimbursable expenses were incurred 

While there was considered, during the review, the possibility, mentioned in the 
ist para ge ARO 48 of the 
nvestigation report, that the plane might be used for trips that would not have 
heen made except for the convenience of having the plane on a monthly rental 
basis, no evidence was found that such trips had been made 





raph of the discussion of the airplane lease on 


Conclusions 
It is coneluded that under the terms of the contract there exists no valid 
basis for questioning reimbursement of the cost of the leased plane although 
such cost may possibly be in excess of what would have been incurred by using 
mmercial transportation 


SVERDRUP & PARCEL LODGC! 
Investiqgator’s findings 


There is reported on pages ARO 48 and 49, of I-17492 the statement of ARO’s 
chief accountant that no cost of the small lodge maintained by S. & P. for the 
onvenience of its travel ng emplovees was borne by ARO 
{udit findings 

No evidence was found of any expenditure by ARO incident to maintenance 
of this lodge 
Conclusion 

In the absence of any record of cost incurred by ARO it is presumed as an 
audit matter that any use of the lodge by ARO employees was a personal matter. 


GRIFFENHAGEN AND ASSOCIATES SUBCONTRACTS 


Investigator’s findings 

The report furnishes certain information concerning these subcontracts be- 
cause they were the subject of intra-Air Force criticism, but it makes no findings 
of irregularity. 
{audit findings 

The work performed under the subcontract to AF-40 (600)-2 was almost 
exclusively concerned with the preparation of a schedule of positions, showing 
description of duties and compensation for each, and the presentation of such 
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schedule to the Wage Stabilization Board for approval Che work under the 
subcontract to AF-33(038)—12281 involved preparation of an organization plan. 

While the statement of the work to be done causes an immediate question as 
to why a contractor selected to furnish management service required a sub- 
contractor to give advice on management problems, there must be considered in 
resolving the question that to accomplish the result the contractor would, per 
force, use either its employees or those of a subcontractor. In either event 
reimbursable cost would have been incurred. Contractor’s position as stated 


erbally by the director of personnel and the chief accountant is that the work 
was required and a better job was done more cheaply by the subcontractor than 
the contractor could have done had it had qualified personnel among its em 
vees \s to the lack of qualified personnel, records indicate that the first sub 
was entered into on May 1S, 1951, and the second on October 19, 1951, 
nd the director of personnel was appointed and entered on duty on 
Novembe 12 1951 During November 1951 the payrolls show the following 
duty in personnel divisio! 


ector $9,840 per annu 
eer SG.4S80 per ! um 


representative $7,800 per annun 


G « cal and stenographi« 
Vile hg aides 
e subcontractor’s ij ices indicate that 4 men were assigned to the work; 
‘ e first subcontract a total of 1.403%, hours and under the second 
‘ { total of 1,580%, hours were involved. The rate of $12.50 per hour 
covert but certain specified travel expense and all required clerical expense 
I nee é ng the end results f the subcontracts, and 
f hat ‘ ork was not being performed by the ontractor’s employees 
Ss te xist no d bas r tioning the procurement under 
! f the services here it iived 
\l ( 
( findings 
Vl information relative ‘ ARO’s training program s set forth on 
l ARO 51 and 52 of the report 
program Col sts of recruiting engineering graduates and assigning them 
to on-the b training with an industrial establishment or a university in the 
viM f or wl ! e trainee will be assigned at Tullahoma The cost for 9 


hiti 
onths ending June 30, 1952, is shown by contractors records as 


Salsa S nd insur ind fares incidental thereto S160, GUS, 5S 
| ‘ i moving 15, 505. 21 
Pelep ne and telegraph 358, 97 
ta 176, 472. 76 

\ there appears to exist no valid method of determining the cost of use 

f k as distinguished from training sole to acquire knowledge and skill; 


eports in the trainees folders indicate that some time was spent by them as 
nt nh preparation of computations and studies carried on for the specific 
enenf o | e proper 


In view of the highly technical, scientific nature of the facilities being con 


sti ted and of the work to be done with such facilities there appears to be 
no q on that highly trained personnel are needed. In view of the apparent 
shortage of such personnel the training thereof by the contractor would appear 
to be reasonable method of obtaining employees with proper qualifications 
f 

No valid basis for questioning the training program as a whole nor as applied 
in individual cases was disclosed 

ARO REVIEW OF SVERDRUI PAR( DESIGNS 

Invres rate x findings 

Unde the terms of its contract ARO is required to furnish advice to 


the Air Force as to the functional adequacy of the facilities and utilities being 
de ned by Sverdrup & Parcel, Inc secause of the relationship of the two 
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firms a question arise o Whether ARO engineers are prejudiced in fave 


Sverdrup & Parcel 








Chere are set forth in the report the views of several of the ARO employees and 
former emplovees who had been assigned to this review hese expressions ol 
opinion are generally to the effect that the review was not a routine matte! 
one employee stated that to assist ARO in the eview there had been se 
design review panels whose membership in ded experts from outside the 
and Sverdrup and Parcel organizations No finding that the interests of f 
Government were not protected by tl review 1 set fort iT e report 
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The contractor’s accounting records contain no segregat f the cost whicl 
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The facts and information disclosed by the investigation and during the aud 

re not sufficient to warrant further questioning f! in audit standpoint 

In addition to matter classified in t investizat hs report as “Highlights 
there is discussed on page ARO 29 an increase in the fee of $5,000 to compensate 

ARO for the cost of obtaining working capital 
INCREASE I FIXED FI 
Investigator’s find ‘ 

It appears from the various statem«e nuded the investigation } 
persons who had participated in the negotiati | itt gsreement i fee 
of 890,000 had been reached. the Secretary of Defense 11dl «tOoW a poliev that me 
advances would be made to contractors except o1 interest-benrin bus Ii 
further appears that the advance of $100,000 previously made to ARO under the 
first contract was refunded and that the fee was increased a ibove sta 
compensate ARO for cost of obtaining working capita 
tudit ndings 

Records show that $100,000 was borrowed on November 9 1951, at 3! per 
cent While no exhaustive analysis of the amount of unreimbursed costs exist 





ing was made to determine the amount of ARO funds required to be in use at 
any one time, it was noted that subsequent to receipt of the proceeds of tl! loa 
the end of month cash balance was never below $100,000 and ranged from $102, 


5383.35 to $182,257.65 
It is realized that the amount of working capital needed to finance the con 


1 


tract could not have been accurately forecast at the beginning and that some 


provision was required for the possibility that the estimate may prove to be 


too low 
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While the negotiators worked without benefit of the record of actual trans- 
actions which later occurred it appears that had more consideration been given 
to the probable actual need for capital a much lower figure would have been 
used with a consequent lower amount added to the fee. It is not known whether 
the negotiators knew what action would be taken by the auditor general to assign 
a resident auditor to the project, which assignment was made about January 1, 
1952. However, such information apparently could have been obtained by the 
negotiators. Consideration of the factor, too, should have resulted in a lower 
interest item in the fixed fee, since, the presence at the project of the resident 
auditor, who takes prompt action on the contractor’s requests for reimbursement, 
acts to reduce the period between the request for reimbursement and the receipt 
of payment, and consequently the total amount of the contractor's funds in use 
at any one time is less 


Conclusion 


The fee of $95,000 is a fixed amount agreed upon | both parties as evidenced 
by the execution of the contract and notwithstanding n amount of $5,000 may 
have been included in the total fee to compensate the cont tor for the cost of 

I x working capital there is no legal basis for requ ng recovery of any 
portio! hereot 


SVERDRUP & PARCEL, INC., 
Washington 6, D. C., April 6, 1958. 
Hon. LEVER! SALTONSTALI 
f man, Senate Armed Services Committee 


Senate Office Building, Washington 25, D.C. 


Dear SENATOR SALTONSTALL: At the request of Gen. L. J. Sverdrup, I am for- 
warding herewith an additional statement which he would like to have included 
f possible in the printed record of the hearings on H. R. 4130 

General Sverdrup did not have an opportunity to complete his testimony on 


ertain pe tinent pol ts bee use of the postpo! ement of he hearing scheduled 
f March 31,1958. He had proposed to give this statement at that time 
Respectfully submitted 


P. Z. MICHENER. 
ADDITIONAL STA MENT OF Lerr J. SvVERDRUP 


Mr. Chairman and gentlemen of the committee, I ask your indulgence to file 
an additional statement on points of testimony presented to the committee on 
March 26, 1953 

One of these points of testimony stated: “The specific issue before you is the 
termination or continuation of a cost-plus-percentage-tixed-fee contract for the 
operation of a wholly owned Government facility.” 

I submit the fact that there is no such thing as a cost-plus-percentage-fixed- 
fee contract Cost-plus-a-percentage-of-cost contracts have been prohibited for 
more than 25 vears. Cost-plus-fixed-fee contracts have been and remain legal 
and are specifically provided for in the Armed Services Procurement Act of 1947 
There was some testimony that the Comptroller General of the United States 

is Opposed to cost-plus-a-fixed-fee type contract It should be noted that the 
Comptroller General has expressed opposition to the cost-plus-a-fixed-fee system 
rather than to contracts that are authorized in section 4 of the Armed Services 
Procurement Act. Under date of July 10, 1947, the Comptroller General re- 
sponded to a request from the then chairman of the Senate Committee on Armed 
Services, and I quote below that part of his letter which refers to the provision 
vhich authorizes this type of contract: 

‘Section 4 of the bill provides that contracts negotiated pursuant to the pro 
visions of the bill may be of any type which in the opinion of the agency head 
will promote the best interests of the Government, including cost and cost-plus-a- 
fixed-fee contracts. I have many times voiced my opposition to the cost-plus-a- 
fixed-fee system of contracting and nothing has occurred to change my view in 
that respect. Nevertheless, I see no serious objection to section 4 of the bill. 
The only contracts which may be executed on a cost-plus-2-fixed-fee basis are 
those which the exceptions in the bill authorize to be negotiated, and then only 
when in the opinion of the agency head the best interest of the Government will 
be promoted thereby, after a determination by the agency head that such method 
of contracting is likely to be less costly to the Government, or that it is im- 
practicable otherwise to secure supplies or services of the kind or quality re- 
quired. Such determination is required to be based upon written findings of the 
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agency head. It will be seen, therefore, that such section does not authorize 
the use of the cost-plus system but merely the execution of individual contracts 
on such basis, in exceptional cases, where the interests of the Government ap- 
pear to dictate the use of such contracts.” [Emphasis mine. ] 

There was testimony before the committee indicating that in this type of 
contract the opportunity for meticulous examination of expenditures is denied, 
that expenditures of a contractor are not subject to adequate control and that 
many payments are permissible which otherwise would be subject to exception 
by the General Accounting Office 

Having had some experience with such contracts, I presume to call attention 
to the fact that pursuant to the act the armed services have established detailed 
regulations known as the Armed Services Procurement Regulations. With refer- 
ence to cost-plus-fixed-fee contracts these regulations define the types of expendi 
tures which are reimbursable and those which are not reimbursable. Paragraph 
15-205 of part 2 of section XV of the regulations cites 18 examples of expenditures 
which are not reimbursable. It is this tvpe of expenditure to which I referred in 
earlier testimony and which to date exceeds $30,000, which is nonreimbursable 
even though the money was spent in furtherance of the work. It is therefore 
abundantly clear that no statement that the fee is clear profit can be an accurate 
statement, 

It was suggested that the committee might like to inquire how much of the 
nonreimbursable expenses of ARO, Inc., was determined as nonreimbursable as a 
result of the investigation made by the General Accounting Office. This is an 
appropriate inquiry and I have obtained that information. The amount is 
$155.53. This sum involves two items, one of which arose from travel expense in 
attending the funeral of the Air Force liasion officer who was killed on a flight 
from Tullahoma to St. Louis and the other item was a disallowance of a portion 
of travel per diem of the chief of a facility. 

There has been much confusion as to whether this contract is based on a 
percentage of cost, which of course is illegal, or whether this is a cost-plus-a-fixed- 
fee contract as authorized under the Armed Services Procurement Act. 

Under the terms of the Armed Services Procurement Act fees for various 
types of services under CPFF contracts cannot exceed certain percentages of 
estimated costs. Therefore, in the negotiation of a fixed fee, the Government 
contracting officer must ascertain it does not exceed that fixed by law. The print 
ed so-called “boiler plate” of the Air Force contracts contains space which must 
be filled in to show how the amount of fixed fee (after it is negotiated) relates 
percentagewise to the estimated cost of the contract. I am told this is done for 
convenience so that on administrative review the contract will affirmatively show 
that the amount of the fee is within the legal limits fixed by the Armed Services 
Procurement Act. 

Furthermore, the contract contains this specific provision: “There shall be no 
adjustment in the amount of the fixed fee, nor shall there be any claim for 
ncreased compensation, because of any errors and/or omissions made in com- 
puting the original estimated cost or because of the fact that the estimated cost 
varies from the actual cost.” 

Reference has been made to my letter of April 3, 1952, to the chairman of 
the House Appropriations Committee, in which I offered to make available our 
officers and records. This letter followed a request I had made for a public hear- 
ng. In that letter I stipulated that our fee had been equivalent to 3% percent 
of the estimated cost. This statement did not of course indicate that our con- 
tract was of the percentage type. If a quart of milk is equivalent in food value 
to a pound of beef, the milk does not become beef because of the equivalence 

As contrasted with public references to waste, extravagance, and nest-feather- 
ng on the part of ARO, Inc., I think it is significant to quote from the statement 
submitted to this committee by the assistant to the Comproller General of the 
United States, after he had made reference to the report submitted by the General 
\ccounting Office, June 27, 1952: “Subsequent to this report, additional audit 
examination was made of certain specific matters mentioned in the investigation 
report, including travel, airplane hire, use of a lodge for private purposes, and 
the ARO training program. No evidence of a pattern of improper or extravagant 
expenses concerning these matters was found.” 

There was testimony before this committee that in the summer of 1952 criti- 
cisin of waste and extravagance on the part of ARO, Ine., was rife 

rhe first criticism of which I was aware was made by a Member on the floor 


of the House of Representatives in March of 1952. There was no testimony 
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before the Senate Subcommittee on Defense Appropriations along these lines 
in May of 1952. There was no testimony to that effect before the House Armed 
Services Committee in March of 1953. The General Accounting Office report of 
ast June, and supplemental statement filed with this committee to which I have 
referred above, similarly reports no such criticism 

There was testimony to the effect that the General Accounting Office sup 
ported some of the public charges against ARO. The facts are that the GAO 
investigation and report were not made until after the House had acted. And 
2 weeks ago the House had its first opportunity to act in the light of the GAO 
investigation and report. The House action was without a dissenting vote, and 
the one Member who raised a policy question in connection with this matter 
simultaneously announced that he would support repeal of the proviso. 

Other testimony before this committee appears to me to require correction 
For example: The statement that ARO’s first fee was for 12 months’ service, 
when in fact it was for 18 months; an excerpt from General Carroll's statement 
indicating that General Carroll regarded the ARO fee as excessive, whereas 
General Carroll, in substance, told the GAO investigator that in the contract 
negotiations he was “horse trading” for the commendable purpose of obtaining 
the best price for the Government, and whereas previously, in response to an 
inquiry from the chairman of the House committee, General Carroll wrote that 
ARO had done “an admirable job.” (The General Accounting Office report of 
June 27, 1952, set forth General Carroll's position in detail.) 

From an examination of the Congressional Record and statements made to 
the press, it will be found that the issues now being raised are quite different 
from the charges made a year ago. Then they went so far as even to suggest 
that there was something unsavory about the manner in which the initial con 
tract was awarded It was then that such terms as “fraud,” “corruption,” 
gv} nest feathering,” and “moochers’” were applied and it was in an at 
mosphere thus generated that the restrictive proviso was born. Since then, 
ifter a public hearing by the Senate Appropriations Committee, that committee 

ted unanimously not to include the rider; and recently, after a hearing before 
the House Armed Services Committee, the House yoted unanimously to repeal 
the rider after the chairman of the Armed Services Committee stated that the 
rider “was a most irresponsible action on the part of the last Congress.” 

We know we have been fighting an uphill battle, but we have felt compelled 
to do so because our reputation—the most important asset of professional men 
is involved. Condemnation by one’s own Government cannot be regarded lightly. 

We hope and pray that action in this whole matter may now be taken as final 
action so that we who are responsible in a public trust of vital importance may 
either be discharged from our responsibility or be permitted to go forward with- 
out diversion from our work and without being required to work in an atmosphere 
of harassment and distrust. 








